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INTRODUCTION 


i 

Social insurance is newer and less fully developed in the United 
States than in most other civilized countries. Workmen’s com- 
pensation, the oldest form of social insurance in this country, dates 
from 1911. The first state unemployment insurance law was passed 
in 1932 and became effective in 1934. Impetus to the enactment 
of unemployment insm-ance laws in all other states was afforded 
by the Social Security Act of 1935. Another part of that Act estab- 
lished the national old-age and sinvivors’ insurance system. A few 
public employees’ retirement systems date from the early years of 
the present century; the largest of these systems, the United States 
Civil Service Employees’ Retirement System, came into being in 
1920. The present railroad retirement system was established in 
1937. The railroad unemployment insurance law dates from 1938 
and in 1946 was extended to include cash sickness benefits. The 
first state cash sickness (disability) insurance law was enacted in 
1942, but most states still do not have such laws. Nowhere in the 
United States is there compulsory health insurance, which in other 
lands is the oldest and most comprehensive form of social insurance. 

Thus, while recent and incomplete, social insurance has attained 
great importance in the United States. The national old-age and 
survivors’ insurance system is the world’s largest insurance institu- 
tion. Eighty million living Americans have credits in this system, 
and, under existing legislation, somewhat more than half that 
number can look forward to retirement benefits on attainment of 
age 65. More than 2,000,000 people are now on the benefit rolls 
and this number is rapidly increasing. Covered by state unemploy- 
ment insurance laws are over 35,000,000 workers, constituting more 
than three-fourths of all industrial employees of the country. 
More than 4,000,000 workers drew some unemployment insurance 
in 1948, the peak year for civilian employment in the nation’s 
history. The coverage of the workmen’s compensaticm acts is 

xvii 
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somewhat less inclusive, but these laws a£Ford medical aid and 
partial compensation for wage loss to the great majority of the 
’/ictims and their dependents of the more than 2,000,000 industrial 
accidents which annually occur in this country. Nearly all of the 
railroad and air line employees are covered by old-age, unemploy- 
ment insurance, and disability compensation laws. Substantially 
all employees of the national government and more than half of 
the state and municipal employees are included in special retire- 
ment instirance systems, and many also enjoy survivors’ insiirance 
protection. 

Social insurance as it now exists in the United States is fai^ from 
adequate. The largest existing program, old-age and survivors’ 
insurance, excludes from coverage one-third of the nation’s working 
force, and a large percentage of those covered will never be able 
to qualify for benefits under existing eligibility rules. The benefits, 
while extremely liberal in relation to the contributions of the 
beneficiaries, are far from adequate for support, averaging only 
$25 per month. Unemployment insurance, while providing benefits 
which are three times as liberal on the average, is limited in dura- 
tion and restricted by many qualifying conditions. Workmen’s 
compensation still does not exist for large groups of workers and 
its benefits are sadly out of line with prevailing price levels. Despite 
great advances in voluntary forms of health insurance and the 
recent development of cash sickness compensation as the latest 
type of social insurance, the great majority of Americans today have 
no insurance against wage losses resulting from illness and the 
greater costs of medical care. 


Improvement of our social security programs is overdue. Com- 
prehensive propolis for changes in these programs are now under 
consideration in Congress. Changes in state legi.slation occur in 
nearly all states in every legislative session. Social insurance is a 
developing and changmg group of institutions whose importance 
greatly increase in the years immediately^ahead. 

who beUeve to imuiaiK*, as I do, see ta iU biihmk 
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for a free economy and a democratic government. They regard 
the increasing attention given social security the world over as a 
necessary, perhaps an inevitable, consequence of an aging popula- 
tion, of industrialization and urbanization, of technological progress 
and the advances of science and medicine, of rising standards of 
living and a growing concern for the unfortunate and underprivi- 
leged. To them, social security means not a feather bed provided 
at public expense, but a net to catch those who fall, or rather, a 
floor which will assure all Americans in all contingencies of life a 
minimum income sufficient for an existence in accordance with 
prevailing concepts of decency. Anything above such a minimum, 
the citizens individually must still provide for tliemselves, through 
private insurance and other savings. 

A civilized people cannot exterminate its aged members in gas 
chambers or consign its poor to starvation or its sick to neglect. • 
From the earliest days of settlement in this country, it has been a 
legal obligation of the government to provide for the care and sup- 
port of all who have no other adequate means of support. The 
problem confronting the United States today is, not whether public 
provision shall be made for the growing number of dependents, 
but whether this shall be done exclusively through public assistance 
or universal pensions provided on a noncontributory basis from 
general taxes or, mainly, by reliance upon contributory social in- 
surance. In establishing social insurance institutions for coping with 
the economic consequences of some of the major risks which lead to 
poverty and dependency, the American people have indicated their 
preference for contributory insurance. But the basic issue presented 
has by no means been settled. 

What methods the United States should adopt for dealing with 
the increasing numbers of the aged and other dependents in its 
population is one of the most pressing of current domestic problems. 
Our great diflaculty lies in the complexity of the problem and the 
piecemeal and differing structure and functioning of the existing 
social security institutions. For college classes, this dijSBculty has 
been augmented by the lack of an up-to-date, comprehensive text- 
book. But few books have been written in this country dealing with 
social insurance. Most of them are old and nearly all the others 
deal only with very limited aspects of social security as it has de- 
veloped in this country. An intelligent, comprehensive book is 
badly needed, both for college teaching and as a convenient 
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source for accurate and current information on all aspects of tlus 
subject. 

Professor Gagliardo’s American Social Insurance fills this need. 
The author deals with all of the several social security institutions 
in die United States, including the generally neglected but not un- 
important public employees’ retirement funds and the railroad 
retirement and unemployment insurance systems. He also devotes 
a good deal of attention to social security institutions which are 
social assistance rather than social insurance programs in| the 
tftrVimVgl usage of thcse terms. In addition, he discusses in oetail 
the many voluntary, private types of insurance against wage 1 loss 
resulting from illness and the costs of medical care. Such a opm- 
prehensive treatment of “social insurance” is one of the strijmg 
points of this book, because social insurance (technically defined) 
is but one method of dealing with the basic problem of providing 
the vitally necessary minimum income to all Americans in all con- 
tingencies of life. 

Outstanding in Professor Cagliardo’s treatment of the subject 
is his impartiality. He presents facts and states positions, but he 
does not propagandize or speak with Olympic finality. His facts 
are accurate and as up-to-date as is possible in any such compre- 
hensive treatise. 

This is a much needed and timely book in a field of great present 
significance and almost certain greater future importance to the 
United States and all elements in its population. Its publication 
will make it easier for all students to gain a knowledge of the facts 
which are essential for the development of sound public policies. 

Edwin E. Witte 


University of Wisconsin 
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The fbogbess made in American social insurance during the past 
20 years has been truly phenomenal. In stature and proportions, 
social insurance is now unquestionably one of our major social and 
economic institutions. The object of this book is to present a rea- 
sonably full-length picture of that institution. This is not easy to 
do, for some of the parts have become exceedingly complex and 
changes, many of major proportions, are constantly being made. 
Yet the general framework presented here is likely to remain essen- 
tially valid, at least for some time. Major additions to the structure 
will no doubt be made, especially in Ae fields of healA insurance 
and disability annuities. But at Ae moment it does not appear likely 
that these changes will come in Ae near fuAre. 

Some material is included in the text Aat, strictly speaking, is 
not social insurance. The movement for old-age pensions was one 
of the forces leading to our present reAement system, and some 
retired insuranc'e beneficiaries receive supplementary old-age as- 
sistance grants. The common law applicable to occupational in- 
juries, together wiA legislative and judicial modifications of it, is 
introduced as background to workmen’s compensation. That body 
of law is still applicable to many occupational injuries. In Ae field 
of health we do not have anything in Ae way of social insurance 
beyond a few cash Asability benefit laws. But we do have volun- 
tary nonprofit prepaid hospital and medical care programs. These 
voluntary plans go some distance in filling the social insurance gap, 
and are likely to go even furAer. They may very well be laying 
down Ae foundation upon which a compulsory national system 
will be established. 

Foreign social insurance systems are not treated in Ais text. Fax 
better or for worse, it is wiA and within our own programs Aat 
nearly all of us will live and work. Not a day goes by Aat we are 

xxi 
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not in some way affected by one or more of the programs. They 
have become so significant that they will play an increasingly im- 
portant role in our deliberations on social policy— private as well as 
governmental. Modifications will continue to be made, but they will 
be made in the light of American ideals, institutions, conditions, 
and experience. 

I have not been concerned in this book with the operating prob- 
lems encountered in the administration of our social insurance pro- 
grams. Nor have I been much interested in stressing the many 
weaknesses and defects of specific programs or plans. It is not that 
operating problems and structural defects are unimportant. Ai our 
system becomes more complex, operating problems tend to became 
increasingly delicate, and structural defects or weaknesses will^ be 
matters of concern until our accomplishments and goals more 
nearly coincide than they now do. I have for the most part been 
concerned with a description— in simple terms and to a limited ex- 
tent— with what we have, how we got it, and what some of the prin- 
cipal results have been. Those who have this factual background 
should be better able than they otherwise would have been to make 
the reasonable interpretations and evaluations so important to the 
determination of public policy in a democracy. 

The general plan followed in the presentation is simple. The area 
of social insurance is divided into four major fields: old age, un- 
employment, occupational disability, and the broad category of 
health. For each of these major divisions there is first a chapter 
which presents the nature and extent of the problem or problems 
involved. Next there is a brief statement of the historical background 
of the social insurance movement in that field. Then comes an ex- 
position of existing programs established in that field. Although 
some references are made to major changes that have taken place 
in specific programs, emphasis is laid on the structures as they now 
exist. Finally there is a summary review of results, with special ref- 
erence to taxes, benefits, and beneficiaries. In the concluding chap- 
ter, attention is devoted to the major factors involved in the de- 
velopment of social insurance, and some attention is devoted also 
to deficiencies and to proposed courses of future action. 

The principal changes made in our social insurance programs 
since 1949, including those made in 1954, are incorporated in this 
edition. This has meant intensive revision of certain parts of the 
text, especially those treating the Federal Old-Age and Survivors In- 
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surance system. Operational data have been made current in so far 
as that has been practical. However, the basic pattern of the origi- 
nal edition has not been changed. 

I am deeply indebted to many people for the assistance they 
have given in the preparation of this text. I am one of the many 
who were inspired by the late Professor Harry Alvin Millis, and my 
special indebtedness to him is more appropriately expressed else- 
where. Professor Edwin E. Witte read the entire original manu- 
script and his counsel has left an indelible imprint on the entire 
text. I am grateful to all the others, not named here, who helped in 
so many different ways. The responsibility for all errors and short- 
comings that remain is mine. 


Domenico Gaguabdo 

University of Kansas 
February, 1955 
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INXRODUCXION 




CHAPTER ONE 


INSECURITY AND INSURANCE 


To SAY that we live in an insecure environment is to speak a truism, 
although it is an important one. Wars, plagues, “acts of God” such as 
floods, fires, and earthquakes, to mention but a few of them, are al- 
most unalloyed evils that play havoc with our security. Yet it is a 
strange and even ironic fact that many of the forces and events mak- 
ing for a rich and full life should also make for insecurity. Atomic 
energy, when harnessed to our productive organization, will result 
in a richer and fuller life, but its potentiality as a destructive force is 
disquieting, even appalling. Bacteriology has done much to improve 
health, but the specter of bacteriological warfare plagues mankind. 
Private enterprise has built an effective but sensitive productive or- 
ganization that booms and busts, doing both good and evil. 

INSECURITY 

The growth and decay of civilizations, the rise and fall of empires 
and peoples, changes in the methods, processes, materials, and or- 
ganization of production— these constitute major elements in the ebb 
and flow of life. In a dynamic civilization or society, risk, which is 
the chance of loss, dogs every step we take, and many come upon 
evil days. We go our way knowing that an unkind fate will choose 
one of us for its next victim, but not knowing who will be chosen, 
when the blow will fall, what weapon will be used, or how much 
damage will result. 

Our Concern with Insecurity. For many good reasons, the prob- 
lem of insecurity has been very much in the forefront of public con- 
cern in recent years. The great business depression which began late 
in 1929 seriously disrupted American social, political, and economic 
life, and introduced many to an insecurity they had smugly or 
blindly supposed would never be their lot. It brought ruin and mis- 
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ery and suffering to millions, and led to the adoption of drastic ex- 
periments in relief and recovery, some sound, some fantastic, all 
costly. 

The growth of a form of despotism, known in Italy as Fascism 
and in Germany as Nazism, thoroughly disrupted social, political, 
and economic stability in Europe and brought insecurity, unrest, ami 
disorder to most of the rest of the civilized world, including the 
United States, where the two despots— Hitler and Mussolini— had a 
surprisingly large number of admirers and not a few collaborators. 
Vicious and barbaric persecutions of political, racial, and religious 
minorities, more horrible perhaps than those of the Middle Agps and 
early modern times at their worst, were practiced by Hitler aind his 
gangsters. The Japanese, allied with Germany and Italy, were tut to 
dominate Asia, and they had even wilder aims, including thq con- 
quest of the United States. 

The second World War, which resulted from the aggressiveness of 
Fascism, together with the Sino-Japanese war already in progress, 
almost completed the disruption of European and Asiatic life, and it 
drastically altered our own, even before this country became one of 
4e belligerents. In Europe and Asia, famine, destitution, malnutri- 
tion, pestilence, destruction, civil war, and lawlessness again cursed 
people most of whom had for centuries known a somewhat better 
life. 


When it became clear that we would have to fight, and particu- 
larly after we were attacked, the major elements of our indus^ were 
inverted from peacetime to wartime production with amazing 
thoroughness and rapidity. The threat to our security, to our inde- 
pendence, welded us into a unified and purposeful nation. More than 
ten million men and women were mustered into our armed forces. 
Yet even more, mostly women, were added to the army of wage eann 
ers employed in the production of equipment, munitions, and sup- 


Despite the fact that a tremendous amount of our effort was 
Jvoted to production for war, the standard of living of our workers 
did not materwlly decline, thanks to the increased>oductivity of 
om ^stem and, unfortunately, to our consumption of some capital 
rad mventones. We had butter and guns. The war cost us hefvily 

Ijatffe and industrial casualties and in human sorrow, but 
not so heavily m terms of material goods 

After the war was won, the problem of reconversion to a peace- 
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time economy became of prime and pressing importance. Significant 
changes had taken place in the growth of our labor force, in tech- 
nology, concentration of population, and location of industry. Elabo- 
rate governmental controls had been established to guard against 
inflation, to allocate labor and resources, and to ration scarce com- 
modities. A slump in business activity with resultant unemployment 
was expected by many to follow the cancellation of huge war con- 
tracts and demobilization of the armed forces. How to give private 
enterprise sufBcient rein to enable it to take over, continue and even 
increase economic production without having inflation and its dis- 
ruptive consequences, was only one of the major problems confront- 
ing the American people. Considerable economic confusion was 
expected and some of it did in fact materialize, but surprisingly 
little. 

The bonds that held the allies together in their common struggle 
against totalitarianism gave way with the ending of hostilities. A new 
despotism, masquerading in the guise of democracy, again divided 
the world into two opposed camps. The spread of Communism re- 
vived fears which were allayed with the defeat of the Fascists. The 
task of stemming the tide of Communism fell mainly to the United 
States, the most powerful and wealthy of the democratic nations. 
Emergency relief to other democratic peoples put something of a 
strain on our own economy, but more on our unity, and contributed 
somewhat to our postwar inflation. That inflation reached propor- 
tions that revived the fear of another colossal depression, and with 
it of Communism. 

These are some of the major factors that account for our recent 
concern with security, that account for our strong propensity to stress 
the importance of security rather than the opportunities that go 
along with risks and insecurity. Some progress is being made in the 
solution of the general problem. But it would be foolish to suppose 
that stability will be achieved or even approached in the near future. 
The specter of insecurity will certainly haunt mankind for many 
years to come, probably for generations, possibly forever. 

The Trend of Insecurity. We have, then, become exceedingly 
conscious of insecurity because we have been living with so much 
of it in recent years. And we are striving with vigor and determina- 
tion to solve the problems which that insecurity poses. Yet it would 
be a Twifitakft to suppose that insecurity is a peculiarly modem phe- 
nomenon, or that modem man is afflicted with more of it dum were 
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his ancestors. For insecurity has been characteristic of all times, all 
countries, and nearly all aspects of life. 

Prehistoric men battled the elements, diseases, wild animals, and 
other men, and they struggled to wrest food, clothing, and shelter 
from an environment that was sometimes generous, but was more 
frequently niggardly. They lived rugged, ragged, uncertain, and 
short lives, existing on what they could find in their immediate en- 
vironment and migrating elsewhere when necessary and possible in 
search of the barest essentials. "Like the lower animals, whom they 
resembled, the earliest men hunted, fished, gathered berries, moss, 
lichens, seized such small animals as snakes and lizards, ate the 
insects that crawled beneath their feet or that swarmed on their own 
persons^ and grubbed in the ground for wild bulbs andv roots.” ^ 
Hunger, sickness, injury, and death from fire, flood, pestilence, and 
pillage unrelentingly stalked them and their families night acpd day. 
Death, suffering, and danger are hard to bear, even whe)pi their 
causes are fairly well understood. They must have been doubly so 
for men who did not understand and who saw them as the doings of 
evil spirits. It is difficult to imagine them in security of any kind for 
more than brief periods of time at best. 

As primitive peoples found good land, acquired some of the arts 
of agriculture, settled down into communities and later developed 
handicrafts and engaged in commerce, life for them became easier; or 
perhaps it would be better to say that life became less harsh and 
cruel. All of the old causes of insecurity still existed, but they did 
not all bear down so heavily or so persistently. Food was more abun- 
dant, although famine and hunger were not infrequent. Sickness 
probably was less severe, although pestilences, such as typhus, pneu- 
monia, and smallpox killed more people, because there were more of 
them to kill and because they lived closer together. Organized war 
took its toll, and sudden violent death from marauders constantly 
stalked the traveler, and not infrequently the settler as well. 

Economically, villages and towns were markedly successful as in- 
struments for reducing the evils of the old insecurities. Food, cloth- 
ing, and shelter became more abundant and varied, and some small 
advances were made in sanitation and cleanliness. The gro>vth of 
population is ample evidence that living conditions were improving, 
and the development of the arts proves that there was wealth to 


^ N. S* B. Gras, An Introduction to Economic 
1922, p. 4. 


History, Harper & Brothers, 
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spare for capital equipment and for the finer things of life; wealth 
to spare at least over and above what to us appears to have been for 
most people a very meager existence. The roots of modem individu- 
alism, also a flower of abundance, began to take hold. 

Specialization of labor, itself possible only after people have more 
than the barest necessities, proceeded apace and further increased 
productivity and well-being. But specialization, particularly where 
it was highly developed and widely applied, also brought a new 
kind of insecurity, i,e., that resulting from disequilibrium in the eco- 
nomic system. A wage-earning class developed and unemployment 
became common. Inability to work in old age acquired a new mean- 
ing, namely dependency upon charity in the form of money rather 
than as a share in the common stock. 

Modern industrialization has made possible productivity beyond 
the wildest dreams of ancient and meieval man. Great concentra- 
tions of capital, wealth, and people are commonplace in the western 
world. And throughout the hinterland, people and wealth are more 
abundant than ever before. Great strides have been made in science, 
technology, organization, medicine, the arts, education, religion, and 
government. Specialization has become so intensive that self-suffi- 
ciency is almost nonexistent. Nearly every person employed is en- 
gaged in producing items for sale to others, and most workers 
perform only a part, and usually a small part, of the process of pro- 
ducing a completed item. There thus exists an extraordinarily Iffigh 
degree of interdependency among employed persons, an interde- 
pendency which extends to an appreciable extent even beyond the 
boundaries of our country. For normally a small, but vital, part of 
our production is for foreign markets, and foreign commodities in 
substantial quantities are consumed in this country. 

The gigantic and extremely complex economy that yields fabulous 
quantities and incredible varieties of goods and services is, however, 
made amazingly sensitive by the very specialization which makes it 
possible. The pricing mechanism operated by private individuals 
and groups motivated by a desire for gain which regulates the sys- 
tem never works perfectly and frequently breaks down badly. New 
industries are born, some old ones stagnate and others shift their 
location. Operations take on higher speeds and new materials and 
processes replace old ones. Changes come rapidly. 

Thus we have some unemployment always and mass unemploy- 
ment in depressions. Job insecurity seems greater than it has ever 
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been. Industrial accidents and occupational diseases persist and 
some types increase. For one reason or another, many reach old age 
without any means at all or with not enough to support them for 
their remaining days. 

Measures of insecurity. It is a moot question whether economic 
insecurity is now greater or less than it was in past times. The real 
income, meaning the quantity, quality, and variety of goods and 
services consumed, of the mass of peopie in this country today is un- 
questionably higher than it was in the early days of our history, 
higher in fact than it has ever been before. The average length of 
life has increased materially, indicating a considerable degree of 
control over om environment. Indeed, it is fair to say that ^e mass 
of our people today are scarcely likely, except on very rare occasions 
and for short periods of time, to suflFer loss of real income great 
enough to reduce them to the standards of living which their fore- 
fathers had considerable trouble maintaining. Today even the poor- 
est are better off than formerly, for charity is more abundant, its dis- 
tribution well organized, and its acceptance less stigmatized socially. 

Yet insecurity is not really to be measured by the total amount of 
income a people enjoys, nor even by its irregularity. It is rather to be 
measured by the degree of uncertainty which exists of actually realiz- 
ing that income. Not how little or how much or how irregular, but 
how uncertain. Thus it may be said that a people having a very low 
standard of living and who are actually certain of realizing that 
standard enjoy more economic security than does a people with a 
high standard who are highly uncertain as to whether they will ac- 
tually be able to maintain that standard. 

Measured by this test, i.e., the relative certainty of actually re- 
ceiving an accustomed standard of income, it is not easy to determine 
whether insecurity has generally increased or decreased in the 
United States. President Roosevelt in his initial Message to the 
Congress on social security said that his proposed legislation was an 
attempt to “return to values lost in the course of our economic de- 
velopment and expansion.” Because it is so highly specialized and 
varied, because it is based on unstable money as a medium of ex- 
change, and because private enterprise is the mainspring which 
makes it operate, the modem economy is much more delicate and 
sensitive and can be thrown into disequilibrium more easily and 
more frequently than could the older economy. Thus to many it 
seems reasonable to suppose that insecurity has increased over the 
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years, that security is one of the “values lost in the course of our de* 
velopinent and expansion.” 

The evidence that would be needed to give a conclusive answer to 
diis question is not available. It is of course true that the Great De- 
pression of 1929 dwarfed all previous ones by comparison. But such 
information as is available on previous business depressions does not 
indicate any tendency for them to increase in either frequency or 
amplitude. Information on rates of unemployment, which is sketchy 
for early times and not too good for the past fifty years, does not sup- 
port the view that stability of employment is declining. The rate of 
sickness is not increasing, but is actually decreasing. There is some 
reason to believe that industrial accident rates are higher in a mecha- 
nized than in a handicraft economy, but there is also evidence that 
for many years now both frequency and severity rates have been 
generally declining. 

The total nmnbers of persons affected by these insecurities have 
naturally increased with the growth in population and increase in 
the percentage of the population “gainfully” occupied. It is true also 
that the rates in the United States are generally appreciably higher 
than in other industrialized countries. Yet these last two facts do not 
prove, or indeed even suggest, that insecurity has increased. 

The Trrad of Insecurity and Social Policy. While it would be 
worth while to know whether insecurity is increasing or decreasing, 
that information is not really necessary in order to decide whether 
social insurance should be adopted or expanded. For assuming even 
that the extent of insecurity is declining, there might still be enough 
of it to be considered socially harmful or undesirable. The propor- 
tions of time lost through unemployment, industrial injury, or sick- 
ness, or the proportion of aged dependent persons to the total mi^t 
be low. But in a large society, low proportions mean large absolute 
totals. Fiuthermore, assuming for the sake of argument that the total 
amount of insecurity is not generally excessive, yet insecurity might 
seriously affect certain classes of people, or certain groups within 
classes, to such an extent that the public would consider it desirable 
to solve the problem or to reduce its magnitude by the application 
of insurance methods. Faith in and hope for a better world and not 
fear of the world as it exists have in truth motivated the movement 
for social insurance. 

The factor then that is decisive in formulating social policy is 
whether the amount and incidence of insecurity are considered by 
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the public to justify action. Just how much insecurity is there, what 
forms does it assume, what groups, or individuals within groups, 
suflEer most from it, what can the country as a whole gain by insuring 
against it, and finally, can the cost be borne? These are the vital 
questions the answers to which will indicate whether action is neces- 
sary, and if so what kind of action and how much of it should be 
taken. The questions have been answered, and this country has 
undertaken comprehensive measures designed to provide protection. 

The Meaning of Social Security. Social security in its broadest 
sense could be conceived to mean a system of guarantees to individ- 
uals against loss from major and minor catastrophes arising from 
social, political, and economic institutions and practices. Modem 
war and the expropriations that have frequently taken place by the 
mere threat of war are catastrophes of the first magnitude which 
arise out of a combination of different institutions and practices. 
Their effects extend far beyond the areas and peoples directly in- 
volved. Any machinery that can be devised to eliminate them or to 
mitigate their evil consequences is definitely an important element 
in a comprehensive system of social security, if not indeed the most 
important single element. 

Racial and religious persecutions, arising from the application of 
certain social and political ideals, are also catastrophes that have in 
various times and places brought incredible misery to untold num- 
bers. History is replete with examples, and some of those examples 
are to be found in American history. Guarantees against racial and 
religious persecutions and discriminations thus also have their place 
in a broad system of social security. A comprehensive and well 
rounded education for the masses has been considered by many to 
offer security against war, persecution and discrimination, and a host 
of other evils as well. Unfortunately, history, especially recent his- 
tory, does not lend much support to that view. Education sometimes 
helps, but it most certainly is not a panacea. And mere literacy can 
be a source of confusion rather than a cure for it. 

Economic Security and Social Insurance. The subject of social 
security in its broadest sense is far too comprehensive to be discussed 
authoritatively in one book or by one man. Even economic inse- 
curity, which is but a part, albeit an important part, of social se- 
cunty is too comprehensive. In our economy, for example, the value 
of money fiuctuates and as a result financial losses are suffered by 
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many. Crop failures and bumper crops likewise seriously afFect in- 
comes, especially of farmers and businessmen processing and dealing 
in farm products. Those phases of economic insecurity are of vital 
concern to society, but they do not fall within the scope of this study. 
The same is true of losses suffered as a result of fire, floods, theft, and 
from a multitude of other hazards that beset us on all sides. 

This study will be concerned altogether with a few important 
hazards confronting workers as wage and salary earners, and with 
some of the attempts that have been made to provide insurance 
against those hazards. It will be concerned with insurance against 
the hazards of old-age dependency, unemployment, industrial in- 
juries, and sickness, although some space will be devoted to pay- 
ments made to needy persons and to some other allied problems. 
This has come to be called social insurance. 

THE INSURANCE METHOD 

Insurance is simply a method of distributing the monetary losses 
that would otherwise be experienced by some individuals among a 
large number of individuals through some risk-bearing organization 
or system. It is a method of ancient origin, so ancient that its begin- 
nings are lost in the obscurity of antiquity. It will be worth while to 
describe briefly the method of insurance and to indicate the major 
respects in which social insurance differs from commercial insurance. 

The Law of Large Numbers. Nearly every uncertainty that 
dogs almost every step of man in his many and varied activities pre- 
sents the possibility, or chance, of financial loss. Many of those un- 
certainties, such “acts of God” for example as earthquakes, cyclones 
and tornados, tidal waves, lightning, and floods, are unavoidable. 
They strike and leave in their wakes death, destruction, suffering, 
and sorrow. Some uncertainties, such as those involved in the owner- 
ship of property or the conduct of a business or profession, are volun- 
tarily assumed as incidental to activities that on balance contribute 
greatly to the welfare of mankind. The damage resulting from all of 
these uncertainties can to some extent be reduced by taking proper 
precautions. But in all of them there is an irreducible minimum of 
loss, and uncertainty as to who will experience it. 

Just where the next blow will fall, then, no one knows. But for- 
tunately it is possible to predict with a reasonable degree of ac- 
curacy, for many types of hazards, how many blows will fall and 
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how much the total loss will be. For it has been found that where 
large numbers are involved there is considerable regularity in the 
occurrence of many phenomena. This regularity has been described 
as the Law of Large Numbers. In more technical language, the ac- 
tual occurrence of an event and the objective p^bability that the 
event will occur approach an equality as the number of exposure 
units increases. 

Thus it is possible to predict with reasonable accuracy how many 
persons will die in the United States within the next few years and 
how old those persons will be, or how many buildings will bum and 
what the total damage will be. But it is not possible to predict who 
will die or what buildings will bum or how much financial loss any 
particular individual or individuals will suffer. 

The regularity with which blows will fall, the uncertainty as to 
where the blows will fall, and the amount of loss that will result 
where large numbers are involved are the bases upon which insur- 
ance is built. To be sure, the number of losses involved must be 
large, and the danger great enough to make the cost of administering 
insiurance small in comparison to the losses. When these conditions 
exist, then large numbers of people band themselves together, each 
contributes regularly a small sum of money, and the relatively few 
unfortunate ones among them who suffer a financial loss are reim- 
bursed from the contributions of the many. 

Thus by voluntarily suffering a small and certain loss regularly 
(premium paid) to a central fund (insurance carrier), each is in- 
sured against the possibility of a great and uncertain loss. The se- 
curity thus purchased .is considered to be worth the premium, or 
price, paid. Organizations, known as insurance carriers, are estab- 
lished to handle the complex details concerned with the enrollment 
of members, collection of premiums, and the payment of losses. They 
have increased remarkably in number and variety and strength, 
especially in the past hundred years, particularly in the United 
States, and they have cast their beneficent mantle of protection and 
comfort over the length and breadth of our country and over its 
people. 

The insurance method has been applied to a great many different 
kinds of risks. It has been applied wherever the total amount of loss 
can be predicted with a reasonable degree of exactness over a num- 
ba: of years. Truly elaborate systems have been developed, and 
oftoi policies are “tailor-made” to meet the needs and characteristics 
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>f individuals, firms, or groups. But underlying the maze of peculiari- 
ies, which have been introduced partly for competitive reasons, is 
he simple and fundamental method of distributing among many the 
osses experienced by a few. 

The Benefits Involved. That those upon whom losses would 
all in the absence of an insurance system are benefited is quite obvi- 
ous. Their losses are made up, to the extent that they have insured 
.gainst them. Many receive in cash benefits much more than they 
>ay as premiums. It is intended that they should. 

Yet it is important to understand that those who never suffer a loss 
nd whose small contributions reimburse the stricken ones are also 
jreatly benefited. For although they pay their premiums regularly 
nd receive no cash benefits, they have guarantees against losses 
liat they might otherwise suffer, against the economic burden of im- 
ertainty. They buy a reduction in their burden of uncertainty. 

The probability that loss will occur is not affected by the mere 
xistence of insurance, by the distribution among many of the losses 
jffered by a few. But insurance may lead to a reduction in the 
robability of loss, and it frequently does. When possible, preventive 
leasures are taken to reduce the number and amount of losses ex- 
erienced. Protective devices are installed to reduce the loss from 
ich hazards as fire, burglary, and accident. Medical and nursing 
ire may be supplied to reduce the number of deaths at any given 
ge level or to reduce the duration of disability. Premium differen- 
als are usually the reward for the use of such devices and measures, 
he results are beneficial to the insured persons and to the public 
i well. 

There is, of comse, another side to the story, and “from its pages 
e read a story of cheating, arson, murder, and crime of every imag- 
lable sort. The depths of degradation to which men have stooped 
> defraud insurance companies is appalling, and little realized by 
h^s than those near the business. A complete history of insurance 
; an institution will be lurid with tales of criminal acts of every sort 
om petty cheats to crimes so revolting as to throw doubt upon dieir 
edibility.*^* To this indictment should be added the long list of 
imes against policy holders committed by insurance company ex* 
utives and agents who in some instances have “resorted to every 

^ John Henxy Magee, An Approach to the Study of Moral Hazard, Insnx* 
ce Institute of America, 1933, pp. 7--8. 
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form of trickery and deceit and even forgery and theft in order to 
escape their honest obligations/’ ^ 

SOME DIFFERENCES BETWEEN SOCIAL AND 
COMMERCIAL INSURANCE 

There are many economic hazards to which workers are exposed 
and for which ordinary commercial insurance has not been provided 
at all or has been provided only in inadequate volume, primarily be- 
cause it has not been possible to predict with sufiBcient accuracy the 
extent of the losses that are likely to occur. There are other reasons 
for inadequate coverage. Most people tend to underestimate, or are 
ignorant of, the extent of danger or uncertainty to which they\are 
exposed, and when they do know they frequently become so acqus- 
tomed to the danger that they pretty much ignore it. Young people 
especially have a contempt for danger and a strong faith in their o>ra 
invulnerability to it. Furthermore, many workers are unwilling or 
unable to pay insurance premiums, for although the premiums are 
generally absolutely small they are or appear to be large relative to 
the workers’ incomes. Furthermore, insurance protection is not tangi- 
ble, like an automobile, a refrigerator, or a radio, but an intangible 
assurance that for a certain sacrifice a probable loss will be averted. 
There is also considerable administrative diflBculty involved in col- 
lecting premiums regularly from persons with small and irregular 
incomes. Social insurance has been devised to overcome these diflB- 
culties. 

Social insurance is like all other forms of insurance in that it is 
based on the same fundamental principle of distributing among 
many the losses of the few, and doing this through some form of 
organization or insurance carrier. But there are several character- 
istics of social insurance which distinguish it from voluntary com- 
mercial insurance, as well as from charity, and which give to it what 
for want of a better term is called a social character. The differences 
are not always clear-cut, for there are few features in social insurance 
that have not at some time or other appeared in private commercial 
insurance. In some instances, the difference may be merely one of 
emphasis. 

*F. W. Potter, quoted by Albert H. Mowbray, Insurance, McGraw-Hill 
Book Company, Inc., 1930, p. 424. 
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Minimum Income Pk'ovided. One important difference is that 
social insurance systems are designed to provide incomes that will 
maintain a minimum standard of living when earnings are inter- 
rupted rather than to supplement regular earnings or to make up the 
entire loss, or nearly the entire loss, suffered. That minimum need 
not be the same for all recipients, but it may be related to the insured 
worker s previous productivity or standard of living, and to some 
extent related to his need. 

The ratio of the amount of benefits received by an individual to 
the actual money loss which he experiences is generally appre- 
ciably higher in commercial insurance than it is in social insurance, 
although even in commercial insurance a part of the risk is usually 
borne by the insured. In social insurance the minimum is deliberately 
set at a low figure. It is of course true that a property owner might 
carry only $5000 or less insurance on a building costing $10,000 and 
that in case of fire he might lose $5000 or more. But he may carry 
more if he wishes to do so. That is not usually possible in social in- 
surance systems. 

It should be noted that the level at which benefits are set is dic- 
tated primarily by social policy and only secondarily by financial 
considerations in social insurance. The benefits are low, but they are 
not charity. For the beneficiaries are entitled to them as a matter of 
right, whether they are needed to maintain a subsistence standard or 
not. Yet they are generally so low that frequently they must be sup- 
plemented from savings, borrowings, or charity. 

Premiums Loosely Related to Benefits. A second difference is 
that in social insurance benefits to individuals are not in proportion 
to the premiums which beneficiaries pay or which are paid on their 
behalf. In commercial insurance, a premium of $5 per month will 
buy the same amount of protection for every person in the same 
classification. Thus all property owners who pay a fire insurance 
premium of say $5 per month on the same type of structure in the 
same locality used for similar purposes get the same amount of pro- 
tection, irrespective of the size and composition of their families or 
differences in their incomes. It is true that many factors enter into 
the classification of building types and conditions for insurance pur- 
poses, but the complications thus introduced do not violate the 
cardinal principle that for each dollar paid in premiums the same 
amount of protection is received. Indeed, the complications repre- 
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sent attempts to achieve that ideal more exactly. The aim is always 
to adjust the premium to the risk. 

In social insurance, however, that is not the general practice. Bene- 
fits are deliberately established to favor those receiving lower in- 
comes or having greater obligations, and individual premiums are 
related to incomes rather than to benefits. The Federal income-tax 
law applies progressively higher rates to larger incomes. In social 
insurance progression is applied inversely to benefits. A good ex- 
ample is the Federal Old-Age and Survivors Insurance system, which 
requires all workers to pay the same percent premium on income 
earned in covered employment, up to a maximum of $4200 per year, 
but which pays appreciably lower benefits per dollar of premium 
paid to those receiving high earnings. There are instances W^ere 
premiums are related roughly to risks, as for example in unemjlloy- 
ment compensation where employers with high rates of unemploy- 
ment generally pay more than those with low rates. But adjusting 
premiums to risks is not altogether an attempt to relate costs to 
individual benefits. It is partly an attempt not to interfere with the 
relative positions of diflFerent activities in the economy. Thus social 
and not financial policy is involved. 

Compulsion. A third difference is that social insurance is usually 
compulsory. The law specifies what industries, employers, em- 
ployees, and hazards are covered, and what benefits are payable, 
and individuals covered participate in the system whether or not 
they approve and whether or not they can buy more and better pro- 
tection of the same kind at the same or at a lower cost outside of the 
system. 

Legal compulsion, however, is not universal. Some American 
states, for example, make their workmen s compensation ( industrial 
accident) systems elective. But those employers failing to elect 
coverage are deprived of certain common-law defenses, and this in 
effect makes coverage practically mandatory. It is not uncommon for 
state workmen’s compensation laws to authorize employers guaran- 
teeing benefits equal to or higher than those specified by the law to 
be self-insurers, i.e., to carry their own risks. In some instances, com- 
pulsoiy laws which are not all inclusive in their coverage provide 
Aat those not covered may voluntarily elect to come within the 
provisions of the acts. These, and other, variations are really minor 
in character and extent and do not invalidate the general statement 
that social insurance is compulsory in character. 
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Other types of insurance by contrast are usually voluntary. There 
is, to be sure, the compelling necessity of protection against the dan- 
ger of serious loss. But no one is compelled by law to participate. 
There are some exceptions. Thus insurance against liability for dam- 
ages resulting from automobile accidents is compulsory for car own- 
ers in some states, and the practice is spreading. Furthermore, 
persons occupying certain positions are required to give “bond” and 
that bond is in e£Fect an insurance policy. We have also had some 
experience with compulsory hail insurance, and there is now some 
compulsory insurance for bank deposits and building and loan sav- 
ings. These are not, however, considered to be social insurance. 

Premiums Paid by Others Than the Insured. A fourth differ- 
ence has to do with the source of the money with which premiums 
are paid. In ordinary insurance, the person receiving the protection 
usually pays the entire premium. Thus normahy a property owner 
insures himself against the financial loss that would result if a fire 
destroyed or damaged his property, and he pays the entire premium. 
A policy can also be purchased by a nonowner having an “insurable 
interest” in the property, i.e., one who would suffer a financial loss if 
it burned. He would pay the premium and would be reimbursed in 
case of fire. 

That is not usually the case in social insurance. It is true that in 
some instances employers pay the entire premium, as in most Amer- 
ican workmen s compensation and unemployment compensation 
systems. In others, the workers and employers both contribute, as m 
the Federal Old-Age and Survivors Insurance system. In still other 
instances the government makes a direct contribution to the pre- 
mium, as in many foreign systems. In most systems of social insur- 
ance, the government contributes indirectly by paying for much or 
all of the costs of administration. Employers and the public derive 
substantial indirect advantages from the social insurance they sup- 
port, but the direct benefits go to the workers. It may well be that 
through a devious process of shifting the final incidence of most of 
the premium or tax will be on the covered worker. 

Unpredictability of Costs. A fifth difference concerns the pre- 
dictability of costs, which are imcertain in all forms of insurance. 
Where the basic phenomena involved repeat themselves regularly in 
time, or where there are marked and generally unvarying trends that 
indicate the nature and extent of the changes that will take plac^ 
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then the future can be predicted reasonably accurately. But those 
conditions do not usually exist in the fields covered by social in- 
surance. Future mortality, birth, sickness, disability, employment, 
unemployment, retirement, remarriage, wage, interest, and other 
pertinent rates are all uncertain, some to a greater degree than 
others. The cost of insurance depends on such rates. Actuaries do 
their best to estimate what the situations will be at various times in 
the future, but their estimates are at best subject to substantial mar- 
gins of error. 

The cost of commercial insurance can generally be predicted more 
accurately than that of social insurance. This is true in part bemuse 
commercial insurance does not cover the hazards where predicta- 
bility is most uncertain, such as unemployment. It is true in part 
also because commercial insurance introduces rigid limitation^ on 
its liabilities. For example, private insurance companies will sell a 
retirement annuity beginning at age 65. The premium will be a 
specified number of dollars per year, irrespective of the wages or 
salary of the purchaser. The annuity will begin at age 65 whether 
the purchaser continues in employment or not. Commercial rates 
frequently have tolerances, which in life insurance, for example, are 
said to be about 25 or 30 percent. Should experience be less favorable 
than expected, dividends can be reduced, and they can be increased 
if experience is more favorable. 

Social insurance is different. Benefit payments in unemployment 
compensation, for example, depend on the volume of unemployment, 
and because future pay rolls and unemployment cannot be predicted 
with any reasonable degree of accuracy, the cost is highly uncertain. 
Again, old-age annuities are payable on retirement, and are based on 
earnings. Neither the earnings on which annuities are based and 
premiums levied nor the rate of retirement have too much certainty. 
In social insurance, there is sometimes reasonable doubt as to 
whether the actual cost will be twice or half the estimated costs, and 
in some instances the range may be even greater. 

Irregularity of Premium Payments. A sixth difference lies in 
the irregularity to which social insurance premium payments are 
subject. In ordinary insurance, premium payment dates are specified, 
and if premiums are not paid on those dates the policies lapse or are 
impaired. The policies may of course later be reinstated under cer- 
tain conditions, but there is likely to be an interval when there is no 
protection. In social insurance, premiums are normally based on 
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earnings. When there are no earnings, there normally are no pre- 
mium payments. But protection does not therefore necessarily cease* 
For in some instances provision is made for continuing protection 
during periods of unemployment, and in others workers build up 
rights that carry them for some time. This distinction is real, al- 
though it is not too clear-cut. For many commercial insurance poli- 
cies contain features that prevent their immediate lapse in case of 
failure to pay the required premium on the due date. 

Instability of Premiums and Benefits. A seventh difference 
may be noted. The premiums charged and the benefits paid by ordi- 
nary commercial insurance have become pretty well stabilized, be- 
cause over the years the operation of the Law of Large Numbers has 
provided sound actuarial bases upon which to build benefit struc- 
tures and rates. New kinds of hazards develop, to be sure, and the 
degree of risk in older hazards changes. New policies thus appear on 
the market and adjustments in the rates on old hazards are made. 
In short, changes are made. But those changes are relatively small 
and they do not generally introduce any element of confusion. 

In the field of social insurance, however, it is a different story. For 
there changes are rapid and not infrequently drastic, especially in 
the early period of the movement. New forms are introduced and 
old systems are remodeled. Changes in benefits and conditions of 
eligibility are even more frequent than changes in rates. Confusion 
does appear and it tends to persist. These changes and confusion 
appear because social insurance as an instrument of public policy is 
always subject to sudden and even drastic change. 

Monopolistic Carriers. An eighth difference relates to carriers. 
In ordinary commercial insurance, the person buying a policy can 
usually choose from among many different carriers or companies that 
are competing with one another for the business. Insurance agents 
are always available to expound the peculiar merits of their respec- 
tive companies and policies, and they frequently make themselves 
annoying, if not obnoxious. This competition has on balance been 
beneficial, for it has unquestionably greatly expanded insurance 
coverage, both in terms of numbers insured and hazards included, 
and it has made available such a wide variety of policies that almost 
any practicable combination of provisions needed or desired can be 
purchased. 

In social insurance, however, a single or monopolistic govern- 
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mental carrier is the general rule. The Federal government, for ex- 
ample, is the sole carrier for the Old-Age and Survivors Insurance, 
the Railroad Retirement, and Unemployment Insurance, and civil 
SCTvice retirement systems. All states are carriers for their unemploy- 
ment compensation, and some states are the sole carriers for their 
industrial accident insurance. 

There are many reasons why this is so and why it is considered 
by many to be socially desirable. One reason is that since the insur- 
ance is compulsory and the workers have low incomes, competitive 
selling and other costs can and should be eliminated. A sepond 
reason is that the public may not consider it desirable that fjrofit 
should accrue to private individuals or companies in a systein de- 
signed to benefit workers and made compulsory by the state. A 
further reason given is that with a monopolistic public carrier there 
will be more liberal interpretation of the law and more liberal ad- 
judication of claims made under it. However sound or unsound these 
reasons may be from a strictly financial point of view, the public 
generally considers them to be sound from the point of view of social 
policy. 

Government Contributions. In other countries, part of the cost 
of social insurance is borne by government, which commonly pays a 
part of the premium. When some forms of social insurance are first 
inaugurated, or later extended to previously uncovered groups, the 
premium rates charged may be such that persons covered by the 
schemes throughout their lifetime pay the cost of the benefits re- 
ceived. But older persons newly covered receive considerably more 
in benefits than they pay in premiums. The difference is paid by gov- 
ernment. Thus the young are not penalized. 

The benefits paid by social insurance schemes are weighted in 
favor of the lowest-income groups. Higher-income groups could be 
charged the difference, and in some plans they are. But many believe 
that it is sound social policy for the government to assume (hat bur- 
den, or more accurately for the people as a whole to bear the burden 
in the form of government contributions. The cost to the government 
is not altogether an additional one, for it may to some extent relieve 
government of making other payments, public assistance for ex- 
ample. Some ar^e that increased productivity will further reduce 
tihe burden. 

In tystems where govenunent contributes, the need for accumu- 
lating and maintaining reserves adequate to meet all liabilities is not 
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great, as is true in commercial insurance, since the systems are 
backed by the power of taxation. To some extent, this is merely the 
power to raise contribution rates, especially where comprehensive 
systems exist, since added government contributions come from the 
population. Government contributions make for greater flexibility in 
the matter of rates, and of benefits as well. 

In the United States, government contributions to social insurance 
schemes are not the rule, except in systems covering government 
employees. But we are moving in that dirction, and it appears to be 
only a matter of time before the practice will be widespread. The 
basic compelling reason is that liabilities to pay promised benefits 
are accruing more rapidly than the means of paying for them, and it 
does not appear to be politically expedient or socially desirable to 
reduce benefits or to legislate the necessary rates. 

These are the major differences between social and commercial 
insurance, and they are important. Yet they should not be per- 
mitted to obscure the fundamental fact that social and private insur- 
ance have much in common. It must always be borne in mind that 
much of private insurance is designed to do the same things that so- 
cial insurance does, and that all of it is subject to more thorough 
government control than any other kind of private enterprise, and 
this in order to protect the public against incompetence and dishon- 
esty and because of the need to maintain public confidence in in- 
surance. Private insurance is thus quasi-public in nature, and it 
"lingers in that twilight zone that separates public from private 
business.” 

OBJECTIVES OF A SOCIAL INSURANCE SYSTEM 

The pattern that should be assumed by any social movement is 
a matter of personal opinion or conviction, and every man can say 
that his particular pattern is the best, although in this country no 
one need agree with him. There are many different views concern- 
ing what a social security or a social insurance program should be. 
One excellent summary statement of what should be the objectives 
of a satisfactory social security program, irrespective of why such 
a program might be wanted, has been made by Eveline Bums, one 
of the leading students of the movement.^ That statement is applic- 

<In Seymour Harris (ed.). Economic Reconstruction, McGraw-Hill Book 
Company, Inc., 1945, p. 382. 
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able to the social insurance segment of the broad social security 
program. 

Assure Basic Economic Security. One of the objectives is to 
“assure basic economic security against all the more common inter- 
ruptions of private income.” Unemployment, occupational and non- 
ocCTipatinnal disability, and old age are the major common causes 
of the interruption of private income experienced by those receiving 
income from personal efPorts in the labor market. Persons receiving 
income in the form of royalties, dividends, interest, and annuities 
may find that income interrupted as a result of such phenomena as 
depressions, natural catastrophes, and bankruptcies, but they I are 
not generally considered to be among the classes of people V?ho 
should be protected by a social insurance system. Public assistance 
is available to those of them who come to be in need. \ 

It is not clear just what constitutes “basic economic security.” tn 
general it may be taken to mean a minimum of subsistence, but the 
content of that “minimum” is not very definite. It may be a national 
minimum or one defined primarily in terms of local customs and 
conditions, and would no doubt depend to an appreciable extent on 
the size of the national and local income. More will be said later on 
this subject and on some of the problems involved. 

Preserve Important Values. A second objective is “to preserve 
to the greatest possible degree other important values in our society, 
and notably it should interfere as little as possible with the influences 
encouraging initiative.” The problem here is partly economic and 
partly moral. Many believe that social insurance benefits paid as a 
right will help preserve a feeling of self-respect among those who 
because of some catastrophe lose their income. On the other hand, 
if insurance payments are too high, there is danger that some of 
the recipients may prefer them to wages. 

Yield Useful Eiconomic By-Products. A third objective is that 
a system of social insurance should “yield the greatest possible num- 
ber of useful economic by-products, implementing rather than 
running counter to, other accepted social and economic policies.” 
The major problem involved in this objective is that of developing 
a financial structure that will contribute to the stabilization of the 
economy rather than exaggerate its characteristic upward and down- 
ward movements. The financial structure and operation of a so- 
cial insurance system should, according to this objective, be in* 
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tegrated as fully as possible with the country’s broad economic 
policies and specificaUy with whatever plans for a compensatory 
fiscal polity the government may have developed. 

The realization of these objectives, it will be noted, does not 
require that all intenuptions to private income be insured against, 
or that all other important values be preserved, or that the social 
insurance system be subordinated altogether to general stabilization 
programs. Social insurance is believed to have a place of its own, 
not irrespective of other considerations, but in relation to other con- 
siderations and objectives. 
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CHAPTER TWO 


THE PROBLEM OF OLD AGE 


Despite the panegyrics that have been written about it, old age has 
been a time of sorrow and tragedy for too many people, especiaUy 
in Western civilizations. Most people have not, for one reason or 
another, reached old age, “the last of life, for which the first was 
made,” with incomes or capital sufficient to support themselves in 
peace and dignity. Their lot has been one of dependency upon 
others for all or for a part of their support, usually upon their chil- 
dren who are themselves struggling to secure a firm and lasting 
foothold in life. They learn, as did Dante, how bitter is the taste of 
others' bread and how hard the going up and down another's stairs. 
For those who support them do not generally consider it a privilege 
to bear that burden. Indeed, many shirk what once was generally 
thought to be a bounden duty. Only the most fortunate die “in 
harness” or accumulate a competence sufiBcient to enable them to 
retire and to remain the masters of their soul. 

Old-age dependency is not a modern industrial phenomenon, but 
is found among primitive peoples and was common in ancient times. 
Apparently it is a phenomenon that in general has become more 
serious to the dependent as civilization has progressed. Contrary to 
a fairly popular impression, aged dependents were rarely “knocked 
on the head and relieved of old-age worries” by primitive peoples. 
One student of the problem reports that: 

Individuals everywhere seem to have become progressively dependent 
upon others for their food with the onset of old age. The assurance of food 
from a group or communal source has not been entirely lacking in the 
simplest known societies. In fact, it appears that customs of sharing food 
with the aged have been strongest in the very harsh and difficult environ- 
ments, when the food supply has been less constant, and where types of 
maintenance have been less well developed, as among collectors, fishers, 
and hunters. With advance to herding and agriculture, and the develop- 
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ment of cultural traits characteristic of "higher” civilization . . . support 
of the aged through communal sharing of food appears to have declined in 
importance or to have taken on features characteristic of "organized 
charity.” ^ 


AGED PERSONS IN THE ECONOMY 

In a society where few people reached old age or where those 
who did so either continued to work in employment yielding a good 
income or retired on a substantial and secure competence, the prob- 
lem of old age would not be seriously complicated by economic 
factors. But ours is not such a socie^. | 

Growth in the Number of Aged. A striking fact, over wmdi 
many have expressed grave concern, is that the proportion of olm^ 
persons in our population has for many decades steadily increa^d 
and that it will continue for some time to do so. As a people, we idre 
now rapidly approaching physical maturity. Table 1 presents figures 
showing conclusively that this is true. The proportion of those 65 
and over rose from 4.1 percent in 1900 to 8.0 percent in 1950. It has 
been estimated that by 1970 the proportion of those 65 and over will 
be 10.1 and that it will be 12.7 by the year 2000, which is the maxi- 
mum expected. The recent increase in birth rates runs counter to the 
anticipated trend and will reduce the proportion of the total popula- 
tion which is 65 and over. The upward trend will be slowed down 
to some extent, but not greatly and not for long. 


Table 1. Percentage of the Total Population 14 Years and Under 
and 65 Years and Over, for Specified Years 


Year 


Percentage of Total Population 
14 and Under 65 and Over 


1900 

1910 

1920 

1930 

1940 

1950 


34.4 

32.1 
31.8 

29.4 

25.1 
27.0 


4.1 

4.3 

4.7 

5.4 

6.8 
8.0 


T^ xna^tude of the problem of old-age dependency varies 
directly with the absolute numbers involved. The increashig per- 

a. (. mmv, S.M,. r* o* 
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centages of aged persons applied to a steadily growing total popub' 
tion have yielded marked increases in the absolute number of aged 
persons in this country. In 1900 there were 3 million persons 65 
years or older. By 1920 the number had increased to nearly 5 million, 
and to 6.6 million by 1930. There were approximately 8 million in 
1940, and at the end of 1950 there were roughly 12.2 million. It has 
been estimated on the basis of present mortality trends that there 
may be approximately 18 million in the year 1960. The yearly in- 
crease at present is approximately 200,000, but decreasing mortality 
rates will raise that figure substantially. 

Several factors account for the increasing proportion of aged per- 
sons in the total population. The most important one appears to be 
the decline in the birth rate, which reduced the proportion of chil- 
dren in the total population and thus automatically increased the 
proportions in the older-age groups. The number of live white births 
per thousand of total population in 1796-1800 was about 55, for 
1896-1900 it was about 30, while it was less than 17 in 1933. A slight 
increase occurred after 1933, and a marked increase during the war 
and immediate postwar years, but there is no reason to suppose that 
the downward trend has been permanently checked. Indeed, the 
decline will most certainly be resumed and will continue for many 
decades, although for how many decades no one knows. 

In 1900, those 14 years of age and under constituted 34.4 percent 
of the total population, while in 1950 they constituted only 27.0 per- 
cent, as reference to Table 1 will show. Medical science has done, 
and is continuing to do, much to make childbearing easier and safer, 
and it has prolonged to a remarkable extent the average life of 
children and young people. The decline in death rates among chil- 
dren has accentuated the increase in the proportion of older persons, 
since more of those bom have lived to middle and old age. Approxi- 
mately 30 percent of those now 65 or older are said to owe their 
survival to modem medicine, public health activities, and general 
welfare services. It should be added that economic progress has 
made its contribution also. The quantity, quality, and variety of 
food, clothing, and shelter have greatly increased. Furthermore, 
much less time is spent on the job and considerably more in schools, 
at play, and at rest. 

Un^ recently, medical, science did little to prolong the lives erf 
tWft 65 and over. The median age of persons 65 years of age and 
over remained almost constant— about 71.2 for men and 71.6 fev 



80 


AMERICAN SOCIAL INSURANCE 


women— from 1870 to 1940, as contrasted with an increase from 20 
years in 1870 to 29 years in 1940 for the entire population. The dis- 
eases of old age are hard to combat. Furthermore, the medical care 
of the aged has until quite recently been neglected, and the medical 
profession is said by some to have shown “an amazing ignorance of 
their needs.” “ Since 1936, however, and largely because of die sulfa 
drugs and antibiotics, there has been a marked reduction in the 
mortality rates for persons 65 to 84, more so for women than for men. 

Surprisingly enough, the increasing complexity, speed, and strain 
of modem social and economic activity do not appear to have had 
any serious adverse effect on the span of life. Those reaching: the 
older-age levels seem to live on, in terms of years, about as theyldid 
in simpler times, but in larger proportions than in primitive tunes. 
It is reported that “a few individuals even in very primitive societies 
live to about as great age as in modem civilization,” but that “they 
may be regarded as exceptions to the mle of a relatively limited spdn 
of life and perhaps an early onset of old age.” ® 

One reason for the marked increase in the percentage of older 
persons from 1930 to 1950 is the reduction in immigration resulting 
from our change of policy. Immigrants are relatively young persons, 
and until recently they came to this country in large numbers. Their 
coming ino'eased the proportion of the middle-aged groups and 
therefore tended to slow down the percentage increase among those 
65 and over. Until 1832, the average annual number of persons ad- 
mitted to this counti^ was small, amounting to only a few thousands. 
It then increased appreciably, and for 15 years averaged about 
77,500. During the period 1903-1914 the annual average reached a 
peak of almost 1 million. Restrictive legislation reduced the num- 
ber appreciably after 1924, and more recent restrictive legislation 
has practically eliminated immigration. For 10 years before World 
War II, die average annual number admitted amounted to only 
50,000, and to 30,000 during the war. It is not likely that our immigra- 
tion policy will be changed sufiBdently to permit large-scale resump- 
tion of immigration, at least not in the near future. 

Modem industry has provided a substantial portion of the means 

^Malford W. Thewles, Care of the Aged, C. V. Mosby Co., 5Ui ed., 
1948, pp. 22-23. 

*lio W. Simmons, op. ctt., p. 16. Life expectancy at birdi iii the Roman 
Emjdlie was about 23 years; in 1850 in New England it was 40 years; in tbe 
U.S. in 1900, it was 47; in 1930 it was about 60 tor whites; in 1940 it was 
about 65 iai whites. 
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by which the average length of life has been extended. Yet in a sense 
it has had an adverse effect on the longevity of workers engaged in it. 
Death rates for industrial workers have been higher than for non- 
industrial workers and higher than for the population as a whole, 
except that for workers 15-24 and 65 years and over the rates are 
lower than for those age groups in the general population. 

For the Metropolitan Life Insurance Company’s white male 
industrial policyholders, death rates per 100,000 of those 65 and 
over declined from 9109.4 in 1912 to 6569.3 in 1938, a decline of 27.9 
percent.** Life expectancy at age 20 in 1912 was about six years less 
for white males than for the same age in the general population, but 
by 1939 the difference had been reduced to two years. In 1947 the 
gap was closed. Lower mortality rates among industrial workers 
are likely to mean higher dependency rates among the aged. 

Gainfully Occupied. The percentage of the total population 
reported gainfully occupied or in the labor force has steadily in- 
creased over many decades. The terms “gainfully occupied” and 
“labor force” do not have exactly the same meaning, but no distinc- 
tion will be made between them here. The labor force consists of 
all persons working for money or seeking jobs in which money is 
earned. The percentage gainfully occupied went up from 44.3 of 
those 10 years and over in 1870 to 49.5 in 1930. In June of 1951, there 
were 63.8 million in the civilian labor force, 2 million of whom were 
unemployed. This increase has continued despite the great decline 
that has taken place in the employment of children. The number 
under 15 years in the labor force is now negligible. 

But the percentage of older persons reported as being gainfully 
occupied or in the labor force has steadily declined for decades. 
Table 2, based on census data, gives numbers and percentages by 
decades from 1870 to 1940, and for 1947. 

The percentage of men 65 and over who were gainfully occupied 
or in the labor force declined from an estimated 80.6 in 1870 to 
41.5 in 1940, and then increased to 48.4 in 1947. For women, the 
movement has been erratic and the changes less marked. The sharp 
percentage declines from 1930 to 1940 may be accounted for in part 
by overstatement of ages in 1940 and understatement in 1930, and 
by an underenumeration of the aged in the labor market in 1940. 
It is probable that many able-bodied older persons in 1940 had 

^ Louis I. Dublin and Robert J. Vane, "Occupational Mortality Expmence 
of Insured Wage Earners," Monthly Labor Review, June 1947, p. 1004. 
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no hope or expectation of getting work and reported themselves 
retired. Statistics on the employment status of older persons are not 
as reliable or as meaningful as those on younger persons, because 
it is difficult for enumerators to distinguish between able-bodied 
persons seeking work and disabled and retired aged persons no 
longer in the labor market. The total number of aged men and 
women involved increased steadily from 515,000 in 1870 to 2,201,000 
in 1930, declined slightly to 2,097,000 in 1940. 


Table 2. Men and Women 65 Years of Age and Over Who Were 
Gainfully Occupied or in the Labor Force in the United States, 

1870-1947 ® i 


Aged Persons Gainfully Occupied or in the Labor Force] 


Year 

Number (in Thousands) 

Percent of Aged Population* 

Men 

Women 

Men 

Women 

1870* 

481 

34 

80.6 

6.8 

1880^ 

665 

50 

76.7 

5.8 

1890 

911 

91 

73.8 

7.7 

1900 

1064 

129 

68.4 

8.5 

1910 

1266 

168 

63.7 

8.6 ' 

1920 

1494 

192 

60.2 

7.9 

1930 

1939 

262 

58.3 

7.9 

1940 

1829 

268 

41.5 

5.8 

1947 

2390 

435» 

48.4 

8.0 


• 1870-1980 data are for srainfully occupied : 1940 and 1947 data relate to the labor 
force. Excludes unpaid female family workers. 

* Percentases were estimated from trend lines, and applied to population of men and 
women 66 years of age and over. The 1870 population was corrected for underenumeration. 

« Assuming 6000 unpaid family workers. 

There is no doubt that the percentage of those 65 and over gain- 
fully occupied or in the labor force has steadily declined. But a 
di£Ferent approach to the problem has yielded estimates differing 
markedly from the figures given above,^ The method used in this 
approach is described as follows: 

For each of the census years 1870-1940 the proportion of aged men to 
all men gainfully occupied (or in the labor force) was computed separ- 
ately for agricultural and nonagricultural pursuits. These two percentages 

^ S. }. Mushldn and Alan Berman, ‘Tactors Influencing Trends in Employ- 
ment of me Aged,” Social Security Bulletin, August 1947, p. 19. 
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for each census year were then applied respectively to modified figures for 
all males in agricultural and nonagricultural classifications. (The modified 
agricultural gainfully occupied figures were based on the percentage of the 
total male population engaged in agriculture in 1940 applied to the various 
total male populations of each census year. Then the modified figures for 
the nonagricultural gainfully occupied were obtained by subtracting the 
derived modified figure for agricultural gainfully occupied from the re- 
ported total gainfully occupied in the census.) The resulting numbers of 
aged men gainfully occupied in the two categories were added together for 
each census year and then expressed as percentages of the total aged male 
population. The same procedure was followed to obtain the percents for 
the aged women who were estimated to be gainfully occupied. The method 
used assumes that the proportion of aged persons in agriculture and in 
nonagricultural industries would be the same as those indicated by eaqh 
census despite the assumed 1940 distribution between industry and agri- 
culture for each census year of employment. 

Application of this method of analysis yielded the following esti- 
mates of the percentages of persons 65 and over gainfully occupied 


or in the labor force: 

Year 

Men 

Women 

1870 

58.7 

7.2 

1880 

56.6 

6.3 

1890 

62.1 

6.5 

1900 

60.2 

6.8 

1910 

56.8 

7.5 

1920 

56.2 

6.6 

1930 

56.1 

7.4 

1940 

41.5 

5.8 


These estimates also show declining trends, but the declines are 
not as marked as those shown in the previous figures, especially for 
men, who constitute the bulk of those in the labor force. There is still 
a marked decline from 1930 to 1940, which cannot be explained very 
satisfactorily, and which is probably exaggerated. 

During the late war, the percentage of older persons employed 
increased. In December of 1945, a total of 2,930,000 were estimated 
to be in the labor force, which would amount to approximately 29 
percent of the total number of those 65 or over. The employment of 
aged men was about 25 percent above "normal," and the percentage 
for aged women was almost 50 percent above normal. The trend was 
reversed after the cessation of hostilities, and this is reflected in the 
marked additions made to retirement and old-age assistance rolls. 
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But in April of 1947, the employment of aged men was still about 
25 percent above normal, and the excess of women had been reduced 
to only 29 percent.’^ 

Many factors influence the employment of older persons, such as 
their age, state of health, extent and nature of industry, economic 
necessity, union seniority rules, protective legislation, social and 
psychological attitudes, and availability of pensions and old-age 
assistance.^ 

It is not clear to what extent older persons who are not in the labor 
market have been deliberately forced out of employment on accoimt 
of age or other factors and to what extent they have volunt^y 
retired from, or have never been a part of, the labor market. Rela- 
tively few people in this country, except housewives, grow up with- 
out becoming attached to the labor market in one way or anotl^er. 
The “idle rich” who have inherited their competence and spebd 
their time in play are conspicuous enough to attract some attention, 
but they have never constituted a significantly large class in this 
country. 

American wealth and income have increased more rapidly than 
has total population, much more rapidly even than our older popula- 
tion. That increase in wealth and income has made it possible for 
many to retire on their own savings who otherwise might have 
remained in the labor market. Such meager data as we have on this 
subject, however, suggest that income from real and personal prop- 
erty supports a relatively small proportion of all the aged, perhaps 
not more than one-third. Some are supported in their old age by 
pensions and annuities. But more about this later. 

A recent sample study, of 2380 old-age insurance beneficiaries, 
showed that more than 50 percent had been laid off, about one-third 
quit because of poor health, and only about 5 percent had voltm- 
tarily retired in good health. But this was probably not typical of 
times before the Federal Old-Age and Survivors Insturance system 
was established. The average age at retirement under that system is 
approximately 67 years, retired beneficiaries under that system 
average four years younger than recipients of gratuitous old-age 
assistance, and three years older than the aged in the general popula- 

*Ewan Clague, "Employment Problems of the Older Worker,” Monthly 
labor Beview, December 1947, pp. 661-603. Mr. Clague takes a gloomy view 
of die industrial future of aged workers. 

8 S. J. Mushkin and Alan Berman, he. cit, pp, 20-21, 



THE PROBLEM OF OLD AGE 


35 


tion.® The time comes under any system when older persons are no 
longer able to work, or to work with the required eflSciency. And 
since most workers, and many corporation executives and profes- 
sional men as well, do not accumulate enough to support themselves 
in retirement, they do not quit in large numbers and must inevitably 
be laid off. 

Waning Employment Opportunities. Much has been said in 
recent years about the waning opportunities for older workers in 
industry, and the figures just cited show conclusively that relatively 
fewer of the aged population are gainfully occupied. 

Modern industry has its maximum-hiring-age limits and these 
have aroused considerable resentment. Firms which admit that they 
have such limits employ from 30 to 40 percent of all nonagricultural 
workers, and the most common maximum-hiring-age limits are 45 
for unskilled and 50 for skilled workers. 

Older workers are said to be generally less adaptable than younger 
ones and sometimes the skill and experience acquired in their youth 
make it more diflScult for them to adjust to new methods and proc- 
esses. Frequently they object to being supervised by younger men. 
They are generally considered to be greater accident risks, both to 
themselves and to others. They themselves experience relatively fewer 
injuries than younger persons, but those are more serious. Insurance 
premiums for industrial accident compensation, sickness and hospi- 
tal insurance, life insurance, and private pensions are higher where 
a substantial proportion of the workers are in the upper-age brack- 
ets. These factors, and others that are similar, all reduce down to the 
basic fact that it is generally less profitable to employ older persons, 
or at least that many employers think it is less profitable. 

Many, perhaps most, of those who have been most anxious to 
increase employment opportunities for the older worker have been 
dominated by the "salvage” rather than by the profit point of view.^® 
But an increasing number of students are now showing by careful 

® Jacob Fisher, "Aged Beneficiaries, Assistance Recipients, and the Aged 
in the General Population,” Socud Security Bulletin, June 1946, P- H- 

i®That point of view is well expressed by one doctor as foflows: ". . . the 
process of physical and mental deterioration is hastened in many older people 
as a result of the psychologic shock that comes with the realization that their 
usefulness is over. In addition to the difficult problem of keeping them occu- 
pied, their families may then be burdened with the actual excuse of their up- 
keep." Wingate M. Johnson, Geriatrics, vol. II, No. 5, September-October 1947, 

p. 266. 
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research that it is profitable to employ older workers, especially in 
certain types of wmrk where their stability, loyal^, and responsibility 
make them valuable assets. It is being shown that many of the 
reasons given for not employing older persons have little or no 
validity.^^ 

There are reasons other than profits, however, for hiring-age 
limits. Some employers set such limits in order to protect the jobs of 
older workers already in their employ, whom they could displace 
with younger persons if they wished to do so. Some make a practice 
of hiring younger workers and training and promoting their older 
employees to better jobs. To be sure, these practices may well in<* 
crease profits, and it is reasonable to suppose that employers are 
aware of that fact. But there is evidence that many employers have! 
borne heavy burdens to care for their aged workers. Indeed, one; 
argmnent made for private pensions and also for old-age assistance ; 
has been that they would enable employers to retire their less eflB- 
cient older workers and thus reduce their costs. 


Yet it must be pointed out that the percentage of persons in each 
of the major occupational divisions of oiur economic life who were 
65 years of age or over has increased for decades, for all occupations 
combined and for each major division except professional service. 
There has been a great increase in the number of persons engaged 
in professional work, and the source of supply has been young men 
and women trained in our institutions of higher learning. When 
employment in the professions becomes more stabilized, those 65 
and over will constitute an increased proportion of the total. Table 
3 shows the increase in the employment of older persons by decades 
and for the year 1947. 

It can hardly be maintained that young people are crowding 
older people out of employment. The percentage of men gainf ully 
occupied or in the labor force who were 65 or over fiuctuated some- 
what from 1870 to 1947, but the trend was slightly upward. For 
women the trend was certainly not downward, although the move- 
ment was somewhat more erratic. 


** See Ross A. McFarland, “The Older Worker in Industry,” Harvard Bust- 
was Review, Summer 1943, pp. 505-S20; Michael T. Wermel and Selma Gel- 
haam, "Work and Retiranent in Old Age,” The American lourtud of SocUdoeM, 
Jmy 1^, pp. 16-21; Henry W. Steiimaus, Financing Old Age, National m- 
dnstriid Conference Board, 1948, pp. 49-53. 

1928^* ^'*'^443'*”*^ CftaHenge of the Aged, The Vanguard Press, 
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Table 3. Percent of Total Population Gainfully Occupied or Ri 
the Labor Force and Percent of Gainfully Occupied or in the Labor 
Force, 65 Years of Age and Over, by Sex, for the United States, by 
Decennial Years, 187(K1940 and 1947 


Year 

Percent of Total Population 
Gainfully Occupied or in 
the Labor Force 

Percent of Gainfully Occu- 
pied or in the Labor Force, 
65 Years of Age or Over 

Men 

Women 

Men 

Women 

1870 

64.7 

7.5 

4.4 

2.3 

1880 

57.8 

8.4 

4.5 

2.4 

1890 

60.2 

11.3 

4.7 

2.7 

1900 

61.2 

12.4 

4.5 

2.6 


63.2 

14.9 

4.2 

2.5 


62.7 

15.4 

4.4 

2.4 


61.3 

16.9 

5.1 

2.6 

1940« 

60.5 

18.9 

4.6 

2.2 

1947* 

60.4 

21.6 

5.6 

2.8 


*RepreBent8 percentatre of total population in the labor force and of labor force 65 
years of ase and over. 

^ Same as footnote a except that labor-force data apply to civilians only. 


Of those gainfully occupied, then, there are relatively more who 
are older men and women today than before. And since the total 
number gainfully occupied has increased steadily, it follows that the 
absolute number of persons 65 and over has also increased. However, 
the increase in the employment of the aged has not kept pace with 
the total increase of those 65 and over, and this fact is reflected in the 
figures given above showing a marked decline in the percentage 
of those 65 and over who are gainfully occupied or in the labor force. 

There appears to be relatively little in present occupational trends 
that would justify the gloomy predictions heard on all sides that the 
older worker is doomed to play a vanishing role in our economy. 
At the moment there is a relative decline in the importance of the 
professions, but that appears to be temporary. Relative dedines in 
skilled and sales occupations may be permanent. The service occupa- 
tions are on the upgrade, and older workers are useful there. It may 
be worth while to quote a brief conclusion reached by one student 
of the problem. He says: “The main direction of the trends is toward 
the requirement of larger numbers of well-trained workers. The 

S. J. Mushkin and Alan Berman, loc. cU., p. 20. 
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greatest declines are taking place in occupations which require the 
least training. Furthermore, occupational outlook studies made by 
the Bureau of Labor Statistics lead overwhelmingly to the con- 
clusion that in many fields workers will be required to have better 
educational preparation.” 

Surely in that kind of an economy, the older worker will have a 
place, and in some respects an advantage. It would seem reasonable 
to say that the employment future of older workers appears to be 
bright, rather than gloomy. If older workers cannot find employment, 
their future and that of the younger workers who will have to sup- 
port them will indeed be gloomy. j 

Unemployment Among the Aged. In a dynamic capitalinic 
economy, there is always some involuntary unemployment and at 
times there is a great deal of it. The total burden is unequally di!f- 
tributed as between time, region, occupation, color, sex, and age. Ii^ 
formation regarding the distribution on any basis is generally scanty. 
Only scattered fragments of information on unemployment accord- 
ing to age are available, most of them for the period of the Great De- 
pression, and the information is none too comparable or reliable. 

During the depression of 1929-1939, unemployment was greatest 
among those in the age group 15-19 years. By this is meant that the 
percentage unemployed among those 15-19 in the labor market was 
higher than comparable percentages for any other age group. The 
percentage unemployed ranged from 39 to 70 at difiFerent times and 
in different places.^’’ Most of the surveys and censuses showed the 
next highest percentage to be among the age group 20-24. Young- 
sters just coming into the labor market found few openings, and 
those who had jobs were laid off in large numbers because they were 
less valuable and had fewer family obligations. Next to these two 
came the age group 65 and over, in nearly all of the censuses. For 
these older workers, the percentage unemployed ranged from 19 
to 53. 

It does not follow, however, that older workers were laid off in 
relatively larger numbers than others except those under 24. The 
percentage of any age group considered unemployed is the ratio 

Harold Goldstein, “The Changing Occupational Structure,” Monthbf 
Labor Review, December 1947, p. 654. 

Fjor figuw on unemploymont by age groups, see W. S. Woytinsid, Three 
Aspecte of Vabbr Dt/nanUcs, Social Science Research Councfl, 1942, especially 
diaps. zli-ovi. Also Richard A. Lester, Ecenemict of LtAor, The MsuuniUan 
Company, 1941, p. 375. 
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of those in that age group who are seeking work to the total number 
of that age group who are seeking work plus the number employed. 
Those seeking work consist of the ones laid off plus any others who 
for whatever reason are out looking for work. During the depres- 
sion, many older persons who had retired or who had never been 
in the labor market found it necessary or desirable to seek employ- 
ment. That was true of the youngest unemployed as well. The 
largest “reserves” of male labor are in the extreme-age groups, but 
female reserves exist in large numbers in all age groups. 

How many aged persons returned to the labor market during the 
depression years is not known. The census of 1930 reported about 
2.2 million persons 65 or over “gainfully occupied,” i.e., either em- 
ployed or seeking work.^® By 1935, there were perhaps as many as 
3 million. It has been estimated that in April of 1945, the excess 
above normal of persons 65 and over in the labor force was 590,000.^'“^ 
Patriotism and the pull of high earnings may have been more potent 
factors than the financial need experienced by many of the aged 
during the depression. Yet it does not seem unreasonable to suppose 
that during the depression years the number of unemployed aged 
persons, the number looking for work, was swelled by a substantial 
number not normally in the labor market. If due allowance were 
made for these aged persons, the percentage of those 65 and over 
unemployed during the depression would be materially reduced. 
The net result would be more uniformity in the rates of unemploy- 
ment among different age groups. 

Available data do not make it possible to trace a full and clear 
pattern of the volume and variation in unemployment among the 
aged. But they do indicate that the volume is both absolutely and 
relatively large. This conclusion is not surprising, but it is significant 
because it provides substantial support to the movement for insur- 
ance and assistance benefits. 

CAUSES OF OLD-AGE DEPENDENCY 

There are many reasons why, or ways in which, old persons 
become dependent upon others in societies where the distribution 
of nearly all goods and services is through the money and credit 

W. S. Woytinski, Labor in the United States, Social Science Research 
Council, 1938, cha^. v and vi. 

17 Monthly Labor Review, November 1945, p. 843. 
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mechanism^ and where the general store and regular flow of those 
goods and services are available only to those who have money. In 
our society, nearly all persons depend for their maintenance on 
money income, and especially so in cities. In 1940, more than half of 
our urban families were reported as receiving their entire income 
from wages and salaries. The number of such families was 11,1 
million, and constituted nearly a third of all the families in this 
country. Most of the others received the major portion of their in- 
come in the form of wages and salaries. Slightly less than 60 percent 
of all families were urban.^® We are becoming still more urbanized. 

Low Earnings. Despite our exceptional resources, industry, and 
ability, a surprisingly large proportion of persons receive smali in- 
comes, and many never earn enough to provide for their declimng 
years. It is hardly necessary to review the statistics here. But it 
might be well to point out that average weekly earnings in manu- 
facturing were under $20 from 1932 to 1934, that they were under 
$30 until 1941, and exceeded $40 only beginning in 1942. 

Low earnings are mostly accounted for by the lack of skill, capi- 
tal, or opportunity, by disability resulting from sickness or accidents, 
unemployment, and in a relatively small number of cases by down- 
right laziness. And for most people, the older they become the more 
effective are these factors in reducing their earning power. There are 
in turn many specific causes behind each of these, and other, factors. 

Lack of skill is perhaps the most important cause of low earnings. 
The mass of our working people are relatively unskilled and cannot 
therefore command large incomes in a labor market where income 
is fairly closely related to value productivity. Except in times of 
severe depression, sickness has been the most important single cause 
why people have sought relief, and has been of material importance 
in reducing earning power. In this country there have been few 
periods of widespread and prolonged unemployment. But the 
period beginning late in 1929 and continuing with varying intensity 
through 1940 is an exception. 

Low earnings are by no means restricted to wage earners and 
small independent businessmen. ^‘All executives are not highly paid 
and do not have substantial reserves. The average executive, like the 

Old people are distributed between urban and rural areas in about the 
same percentages as they represent in the total population. In 1950, some 36 
percent of those 65 and over lived in rural areas and half of these lived on 
tanns. 
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average worker or professional man, tends to live up to his income. In 
addition, he has many responsibilities and in recent years has carried 
a heavy tax burden.” Negroes and women have suffered consider- 
ably from lack of opportunity to earn money. When, for whatever 
reason, older people are no longer able to work, or to work as effec- 
tively, their income is materially reduced or ceases altogether, and 
substantial numbers of them become dependent upon others. 

Many with fair or even good incomes have failed to accumulate a 
competence because of the heavy burdens borne during their most 
productive years, such as raising a large family or supporting de- 
pendent relatives or both. The dependent aged have themselves 
contributed somewhat to the later dependency of others, although 
perhaps more frequently it has been children who have done so. The 
total burden of caring for older dependents has been to some extent 
offset by the declining number of children per family, for it costs 
considerably more to raise children than to care for aged persons. 

Most of those who become old and who continue in employment 
suffer a decrease in earning power. Middle age is generally the pe- 
riod of highest earnings. For most people, employment after age 65 
is necessarily at light tasks and low pay. There are important excep- 
tions, however. 

Competition for Social Status. Social status is almost as im- 
portant in modern civilized society as it was in ancient and is in 
some primitive societies, although with us the lines of demarcation 
between classes are perhaps not as finely drawn, there is greater 
fluidity between classes, and pecuniary distinctions play a more 
significant role. Competition for social status in this country has be- 
come severe, because of the enormous variety of goods and services 
produced, the effective channels for distributing them, and the cun- 
ning and abundant salesmanship and advertising used. It might be 
added that there is a school of economists whose doctrines are erro- 
neously interpreted by the masses as lending support to their desire 
to spend what they have. 

The maintenance of a certain level of living is a practical necessity 
for most people in virtually all walks of life, and those levels require 
a substantial part of the incomes of the individuals involved. There 
been an almost irresistible tendency for the levels to become ex- 

^•John Calhoun Baker, “Pensions for Executives,” Harvard Business Be- 
oieto. Spring 1940, pp. 009-^10. 
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cessively high and to include many items representing conspicuous 
consumption. Competition for social status has led many with sub- 
stantial incomes to maintain in their productive years levels of living 
which have left them with little or no margin whatsoever for old age. 

Adversity has dogged the heels of many unfortunate men and 
women, but the ignis fatuus of a good time has lured even more to 
their destruction. Living up to or even somewhat beyond one’s means 
is generally so much fun while it lasts that consideration for old age 
has been pushed into the background and frequently eliminated al- 
together. How much this has contributed to dependency, no one 
knows. But irrefutable evidence is to be seen everywhere, and there 
is more of it than most social reformers are willing to recognize, j 

Loss of Savings. Some do accumulate reasonably adequate sav- 
ings, but frequently those savings for one reason or another becanie 
inadequate. We have only estimates of savings for the country as a 
whole and all of these estimates agree that among the lower-income 
groups savings are small and that among the lowest-income group 
they are negative. Total savings deposits in the United States went 
up from $8.5 billion in 1913 to $28.4 billion in 1928, an increase of 
nearly 300 percent. The average amount per deposit, however, de- 
clined from $757 to $534. As far as they go, these figures show an 
increase in total accumulated reserves, and it is perhaps reasonable 
to suppose that the savings deposits were made mostly by the lower- 
and medium-income groups. But they do not go far enough, for sav- 
ings may and do appear, and disappear, in many other forms—such 
as property and security holdings. 

Students of the problem are generally agreed that savings for old 
age by the lower-income groups have not increased appreciably if at 
all in recent decades, except perhaps for a short period of time dur- 
ing the recent war. The National Resources Committee reported that 
for 1935-1936, about 60 percent of 39.5 million households in the 
United States had incomes of less than $1250 and on the average not 
only failed to save, but actually drew on reserves, went into debt, 
or went on relief. Households with annual incomes of $1250-$1500 
saved at the rate of 2 percent of income. Higher-income households 
saved more. Substantial savings were made by only about 4 million 
households. Those years, it will be recalled, were dark ones in the 
great depression. 

During the late war, both income and savings were appreciably 
higher. It has been estimated that net savings of individuals in- 
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creased from $6.0 billion in 1939 to $38.9 billion in 1944, and de- 
clined to $34.7 billion in 1945. Those savings were substantially 
dissipated in later years by inflation.^*^ 

The accumulation of savings, even if the savings are adequate at 
the time of their accumulation, does not assure continued inde- 
pendency in old age. For accumulated savings are frequently lost, in 
>vhole or in part, because of contingencies over which the individuals 
concerned have no control. 

Price increases, or the decline in the value of money, have fre- 
quently reduced the purchasing power of accumulated savings. In 
1913, the cost of living index of tbe United States Bureau of Labor 
Statistics was 57.4, based on 100 for 1923-1925. By June of 1928, it 
had risen to 99.2, thus reducing the purchasing power of accumu- 
lated savings considerably, except those invested in property or se- 
curities whose earning power correspondingly increased. Price 
increases since 1933 have had the same effect. Decreases in prices 
have the opposite effect, but in recent years the general trend in 
prices has been upward. 

Bank failures have in the past wiped out the savings of many 
people. The present Federal Deposit Insurance system has largely, 
but not altogether, eliminated the loss of savings in the form of bank 
deposits, and deposits or savings in building and loan associations as 
well, especially those of small depositors. 

Business failures have also reduced many to the status of de- 
pendency, especially among the small businessmen whose entire 
capital is invested in the business. The number of such failures is 
normally fairly large. During depressions, it becomes abnormally 
large. The Great Depression beginning in 1929 wiped out or 
materially reduced the capital of millions 'of persons. Changes in 
technology and in consumers’ demand, and geographical shifts in 
industries have also wiped out or reduced savings in many cases. 

Other catastrophes have contributed their share to the relief rolls. 
Fires, earthquakes, floods, tornados, explosions, etc., occur con- 
stantly, destroying property and earning power. It is true that some 
of the loss occasioned is covered by insurance, but much of it is not. 

The number of widows and others who have been swindled of 

20 W. S. Woytinski, "Postwar Economic Perspectives, IV, Aftermath of the 
War,” Social Security Bulletin, March 1946, pp. 19-20; Murray W. Latimer, 
Guaranteed Wages, OfBce of War Mobilization and Reconversion, 1947, p. 188, 
Table No. 3. 
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their savings has been exaggerated, perhaps even grossly so. But no 
one will deny that this is a serious and persistent phenomenon in 
our society. Because of it, many become dependent 

EXTENT OF OLD-AGE DEPENDENCY 

Much has been written about the pitiful and even tragic conditions 
of those who reach old age without having accumulated enough for 
their support. No one can deny the evidence that lies nearly every- 
where in abundance. Yet comprehensive data on the extent of old- 
age dependency in the United States as a whole simply do not e?dst, 
although numerous local surveys and national estimates have been 
made. \ 

A Wisconsin survey of 1915 showed 47.1 percent of the pop^- 
tion 60 years or over had less than $300 annual income, and a Con- 
necticut survey of 1932 showed 9.2 percent of those 65 or over l^d 
less than $300 annual income. Few had property of any substantial 
value. For New York State in July of 1929, an estimate was made 
that 56.4 percent of those 65 or over were dependent. A study showed 
that in 1934, 48 percent of those 65 or over in the District of Colum- 
bia were dependent.^^ 

The national estimate for 1937 (see page 45) shows the means of 
support of 7,816,000 persons 65 years of age or over in the United 
States early in that year. It gives the number of self-dependent and 
dependent, and the percentages which they bear to the total.®® 

More than 5 million persons 65 and over were estimated to be 
wholly or partially dependent, and nearly 1.4 million of these were 
on Federal relief programs. Organized private charity was doing 
exceedingly little to care for the aged, almost nothing in fact. More 
than 140,000 were in public homes or public institutions of some 
kind, but relatively few have ever gone “over the hill to the poor- 
house.” Friends and relatives, mostly self-dependent husbands, bore 
the brunt of the burden, caring for nearly 3.5 million. Just how heavy 
the burden was is not known, for the estimates do not indicate to 
what extent the 5 million were only partially dependent. To be sure, 
1937 was not a good year, although it was much better than the few 
years preceding it, and one may well question whether all those on 

21 Soddl Security in America. Social Security Board, 1937, pp. 149-152. 

22 Marjorie Shearon, “Economic Status of the Aged," Social Security Bulle- 
tin, March 1938, p. 8, and August 1938, note, p. 7. 
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relief actually needed it. But even after making all reasonable allow- 
ances, the number of dependent aged was still large, sufiSciently so 
to cause concern. 


Self-dependent 

2,746,000 

35.1 

a. Current income from earnings, savings, real 
estate and securities 

2,172,000 

27.8 

b. Federal pensions 

104,000 

1.4 

c. State and local pensions 

66,000 

0.8 

d. Private pensions 

175,000 

2.2 

e. Trade union pensions 

10,000 

0.1 

f. Insurance annuities 

204,000 

2.6 

g. Other resources 

15,000 

0.2 

Dependent, wholly or partially 

5,070,000 

64.9 

a. On Federal programs 

1,374,000 

17.7 

b. Organized private charity 

10,000 

0.1 

c. Public homes and institutions 

141,000 

1.7 

d. Private homes for the aged 

55,000 

0.7 

e. Other 

10,000 

0.1 

f . Friends and relatives 

3,480,000 

44.6 


A study made early in 1943 of 6 million retired persons 65 years 
or over showed that 2,475,000, slightly more than 41 percent, de- 
pended upon voluntary assistance from lodge, churdi, or family for 
their living. Others were receiving governmental or institutional aid. 
Altogether, approximately half of the total were found to be de- 
pendent.^® Since there were somewhat fewer than 10 million persons 
65 or over, this represents approximately one-third of the total. Of 
the others, 1 million, or 16.6 percent, were supported by military and 
civil service pensions, 525,000, or 8.7 percent, by private insurance 
aimuities, 350,000, or 5.8 percent, by Federal Old-Age and Survivors 
Insurance benefits, and 1,150,000, or 19.1 percent, by income from 
basic resources such as real estate, securities, and bank accounts. 

A somewhat different, unofficial, approach to the problem of the 
extent of old-age dependency was made by the Social Security Board. 
It gives unofficial and preliminary estimates of the numbers of per- 
sons 65 or over who on June 30, 1945 received their most significant 
income from certain specified sources.®* 

It was estimated that of the 10.1 million persons 65 or over, 33.7 

W. R. Williamson, Research Council for Economic Security, Publication 
No. a. p. 42. 

Issues in Social Security, A Report to the House Ways and Means Com- 
mittee, 79th Congress, 1st Sess., pp. 267-271. 
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percent, or 3.41 million, received their most significant income or 
support from the labor market. Of these, 19.8 percent received their 
most significant income or support in the form of remuneration for 
employment, 13.8 percent as earnings from self-employment, and 
0.1 percent from benefits based on temporary nonemployment, such 
as unemployment compensation, the Rhode Island sickne.ss insur- 
ance system, and sick pay from employers. Pensions were the most 
significant source for 17.8 percent, 11 percent of these being from 
governmental pensions, and 6.8 percent from private retirement sys- 
tems, individual annuity contracts, and informal nongovernmental 
pension arrangements. ; 

Assistance was the most significant income or support for 3p.8 
percent, or 3.93 million. Of these, 20.4 percent were on governmental 
noninstitutional assistance, and 16.3 percent on private assistan^, 
all but 0.5 percent being aid from friends and relatives. Only 2.1 per- 
cent were estimated to be receiving institutional care. Table 4 giv^ 
some more current data that throw a bit of light on the problem.®* 


Table 4. Estimated Number of Persons Aged 65 and Over Re- 
ceiving Income from Specified Source, December 1946 
(In Millions) 


Source of Income 

Total 

Men 

Women 

Total 

10.5 

5.0 

5.5 

Employment 

3.6 

2.3 

1.3 

Earners 

2.7 

2.3 

0.4 

Wives of earners 

0.9 


0.9 

Social insurance and related programs 

1.7 

1.1 

0.6 

Old-age and survivors insurance ® 

1.1 

0.6 

0.4 

Other ^ 

0.7 

0.5 

0.2 

Old-age assistance 

2.2 

1.1 

0.1 

Institutional care 

0.2 

0.1 

0.1 

Other 

C 

0 

0 


•Persons receiving primary, wife’s, widow’s, and parent’s bencflts. 

* Railroad, Federal civil service, and State and local sovernment retirement systems, 
and veterans’ program. 

® The number of persons not in institutions with income from sources other than those 
specified, or with no income, is unknown, since some persons received income from more 
than one source shown. 

Any conclusion based on national estimates and regional surveys, 
however carefully they have been done, must be accepted with con- 
siderable reserve. However, it seems reasonable to conclude that 

2® Social Security Yearbook, 1946, p. 2, Table 3. 
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probably approximately one-third of the persons 65 or over are al- 
most wholly dependent upon others for their support, and that in 
addition a substantial number are partially dependent. 

It is possible that, as most people believe, the proportion of the 
aged who are dependent has increased, especially in the past fifty or 
one hundred years. It is probable that more are wholly dependent. 
No one knows how much partial dependency there is now or how 
much there was in earlier times on farms and in small towns. The 
total amount of aged dependency may be no greater, although the 
burden has become more concentrated, more visible, and more 
amenable to statistical treatment. But it is certain that an increasing 
percentage are not being supported by their friends or relatives. 

Whether the total burden be increasing or not, it is true that a sub- 
stantial number of people reach old age without adequate means of 
support. They must be cared for. Old-age assistance is therefore 
necessary and justifiable. But in order to reduce the amount of that 
assistance, national compulsory old-age insurance for the lower- 
income groups is necessary. Therein lies the justification for govern- 
mental action. 



CHAPTER THREE 


OLD-AGE ASSISTANCE 


Always many persons have reached old age without adequate memis 
of support; and there is every reason to suppose that this condition 
will continue for a long time. It is true that there is now an im- 
pressive array of public and private retirement systems. But maiw 
persons are not covered by those systems, either because they are not 
employees, or because they have not met the necessary qualifications';^ 
And many who do meet the minimum requirements qualify for bene- 
fits that are inadequate in amount to meet their basic minimum 
needs. For those persons, a system of assistance grants has been de- 
signed, although not all of the needy aged qualify for such assistance, 
and the grants are only too frequently inadequate to meet basic 
needs. 


BEFORE THE SOCIAL SECURITY ACT 

Among other things, the Social Security Act may be called the 
Magna Charta of the aged poor. For it marks the beginning of a com- 
prehensive system of adequately financed and well-administered 
public assistance grants for them. But long before that Act, the cause 
of the aged poor had been championed by many, and some progress 
had been achieved. 

Early State Movements. Realizing the inadequacy of public and 
private poorhouses and outdoor relief, socially-minded individuals 
began a movement to provide public pensions in this country. At 
least eight bills to pay pensions were introduced into the Federal 
Congress by the end of 1927, and many more in state legislatures. 
A series of state investigations into the conditions of the needy aged 
was initiated. The first of these were made by commissions ap- 
pointed in Massachusetts in 1903 and 1907, although no immediate 
pension action resulted from the commissions’ work. The reports 
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made by investigating bodies revealed ponditions that were disquiet* 
ing, and slowly agitation in favor of pensions developed. 

In 1914, Arizona passed an initiative act abolishing almshouses 
and providing maximum pensions of $15 per month, but it was so 
hastily and incompetently drafted that it was later declared tmcon- 
stitutional because of its ambiguity. Alaska followed with a law in 
1915 which provided pensions of $12.50 monthly for needy pioneer 
residents 65 or over. No other law was enacted until 1923, when 
three more were added, largely as a result of the efforts of the Fra- 
ternal Order of Eagles. These laws were very similar to the present 
old-age assistance laws except that they were optional to the several 
counties. 

The Fraternal Order of Eagles undertook to promote old-age pen- 
sion laws. It drew up a bill providing pensions to bring income up 
to $1 per day for persons 70 years or more having a minimum of 15 
years of state residence, the law to be administered by a State Super- 
intendent and local boards. Some success attended its efforts. But 
the acts were not mandatory on local government units, and the re- 
sult was that most of them remained largely dead letters. The idea 
of local ‘Voluntarism” almost wrecked the movement. 

Mr. Abraham Epstein did more to foster the movement than any 
other man. Working at first with the Fraternal Order of Eagles, later 
for old-age pension commissions in Pennsylvania, and then through 
his American Association for Old-Age Security, organized in 1927, he 
made his influence felt throughout the country. 

Slow progress was made in spreading the idea. A study published 
in 1925 by the United States Department of Labor revealing the 
high cost of poorhouses, and a book published in 1926 revealing the 
shocking conditions in those establishments appreciably stimulated 
the movement for pensions.^ Before 1927, only five laws had been 
enacted, not counting the Arizona and Pennsylvania laws which 
were declared unconstitutional; five more were enacted before 1930. 
At the end of 1928, there were only slightly more than 1000 recipients 
of old-age pensions. The depression which began late in 1929 pro- 
vided a stimulus to the enactment of state laws. By the beginning 
of 1935, before the Social Security Act, a total of 30 laws were in 
effect, 18 of them having been enacted in the Thirties. 

1 Estelle M. Stewart, The Cost of American Almshouses, Bulletin of the 
U.S. Bureau of Labor Statistics, No. 386, and Harry C. Evans, The AtneHcan 
Poor Farm and Its Inmates, Loyal Order of Moose, 1926. 



50 


AMERICAN SOCIAL INSURANCE 


Provisions of Early State Acts. Although they were a far cry 
from earlier methods of assisting the indigent aged, the laws were 
not liberal in terms of present standards, despite the fact that a 
substantial number of them were enacted or amended just prior to 
the passage of the Social Security Act and after considerable experi- 
ence with the devastating effects of a major economic depression. 
The following description is of the major provisions of state laws be- 
fore the Social Security Act was passed. 

Conditions of eligibility were quite rigorous. In nearly one-half of 
the laws, only persons 70 years of age or over were eligible for as- 
sistance, and in most of the others the age was 65. All laws required 
state residence for 10 years or more except one which required only 
five years. In addition, county residence, varying from one to 15 
years, was required, although in nine of the states county residence 
was not required for any specified period of time. 

In addition to citizenship and residence requirements, most of thd 
laws set property limits, usually $2000 or $3000. Frequently the laws 
provided that a lien could be taken on the property by the state be- 
fore a pension would be granted, and the amounts paid in pensions 
could be recovered on the death of the pensioner. Generally there 
was also an annual income limit, usually $300 or $365. In some states, 
5 percent of the value of property owned was counted as income. A 
few of the newer laws did not have either property or income quali- 
fications, but empowered the agency administering the law to de- 
termine whether there was sufficient need to justify a pension. 

There were many disqualifications. Persons in public institutions, 
or who had been sentenced for a crime, were generally disqualified, 
and frequently those whose spouse had deserted them and those 
who had failed without just cause to provide for wife and minor 
children were also disqualified. This was the old poor law concept 
that assistance should be given only to deserving and morally irre- 
proachable persons. However, persons in private charitable or 
benevolent institutions were frequently eligible and their pensions 
were payable to the institutions. In those states, the institutions were 
subject to inspection and approval by the old-age assistance author- 
ity. It was also quite common to disqualify persons with relatives 
legally liable and able to support them. Anyone who had disposed 
of his property in order to become eligible to receive a pension was 
also generally disqualified. 

Hie effectiveness of laws such as these depends largely on the ex- 
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tent of state participation in their administration and in their financ- 
ing. Administration of the acts was weak in most of the states. In 
only 12 was there complete state supervision, usually by a State 
Board or Commission. In a few, the State Auditor was responsible. 
In about one-third, there was no state administration or supervision 
whatsoever, despite the fact that nearly all of these had mandatory 
laws, a trend which set in about 1929. Local administration was gen- 
erally by county commissioners, in some instances serving as an old- 
age pension board or commission. In a few instances, state super- 
vision consisted merely of receiving annual reports from local boards 
or county commissioners. 

There was substantial financial participation on the part of some 
states. Nine states provided all of the funds used to pay pensions, but 
13 contributed nothing. In the remainder of the states, the cost was 
divided between the state and local units, most frequently on an 
equal basis. The money usually came from the general fund, but re- 
ceipts from special taxes were used in some instances. 

Nearly all laws specified a maximum amount of pension that could 
be paid to any one individual. The amount was usually either $25 
or $30 per month. Allowances for funeral expenses for pensioners 
were quite common. 

It should be noted that not all of the laws functioned during the 
Great Depression. At the end of 1933, which was the depth of that 
depression, only 16 of the laws were functioning, and only 12 were 
functioning on a state-wide basis during 1934. Benefits were severely 
curtailed and pension rolls were practically closed in many states. 

At the end of 1934, about one year before the Social Security Act 
became effective, there were approximately 236,000 out of an esti- 
mated 2,450,000 eligible aged persons on the old-age assistance rolls, 
and about $32.3 million was paid out in benefits. The percentage of 
recipients to eligibles varied greatly, from less than 3 in Nevada to 
nearly 22 in Arizona. The average was 9.6. The average maximum 
monthly pension allowable was about $25, but the average actually 
paid was somewhat less than $15. Indeed, in 14 jurisdictions benefits 
averaged less than $10 monthly. Here again there were marked 
differences as between states. Average monthly payments varied 
from 69 cents in North Dakota to $26.08 in Massachusetts. 

The long residence requirement found in the laws was one of the 
most serious limitations in the program. However, inability of state 
and local units to raise money was an even greater limitation. During 
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the depression, the ratio of recipients to eligibles was especially low 
in states having financial difficulties. There was clearly a crying need 
for Federal assistance, not only as a depression measure, but as a 
regular source of funds and to liberalize and to some extent improve 
administrative efficiency in state plans. 

Early Attempts at Federal Legislation. What appears to be the 
very first attempt at Federal legislation was made late in 1909 by 
a former Secretary of Labor, Representative William B. Wilson. He 
introduced a bill to establish an “Old-Age Home Guard of the 
United States,” to be composed of aged men and women. Eligible 
to “enlist” in the Guard were those men and women 65 or more whp 
had property of less than $1500 or an annual income of less than 
$240. They were to be paid $120 per year. This curious subterfuge 
won little support. \ 

Another attempt was made in 1911 by the Socialist Congressman \ 
from Wisconsin, Victor L. Berger. He introduced a bill that would ' 
have granted a maximum weekly pension of $4 to every person 60 
years of age or over who had an income of less than $10 a week, 
and who had been a resident of this country for at least 16 years. 
The bill made no progress whatsoever in the Congress. Subsequently 
many other bills were introduced, nearly all of them being of the 
straight pension type. 

Late in 1927, a bill was introduced in the House of Representatives 
which was prepared by the American Association for Old-Age 
Security and sponsored by William L. Sirovich which proposed 
subsidizing states to the extent of one-third of the amounts paid out 
in pensions to citizens 70 years or over with incomes of less than $1 
a day and who had no children able to support them. That bill also 
received no serious consideration. But a bill introduced in 1932 was 
the subject of House and Senate hearings and was favorably reported 
by the House Committee on Labor and by the Senate Committee 
on Pensions, although it did not receive a rule which would have 
In'ought it to a vote. Adjournment came before any further action 
was. taken. 

The Great Depression which began in 1929 resulted in a tremen- 
dous volume of unemployment. Many older workers who had been 
sdf-suppoiting found themselves without jobs and dependent upon 
public relief. Many younger workers who had been supporting aged 
rdbitives also lost their jobs and were unable to continue their sup- 
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port, and many who did not lose their jobs suffered marked reduc- 
tions in income and the burden of supporting their aged parents 
became insupportable. Many older workers did not lose their jobs, 
and considerable pressure developed to eliminate them from the 
labor market and thus make their jobs available to younger persons. 
The doctrine of economic maturity found widespread acceptance, 
and a part of that doctrine was Aat never again would there be 
jobs enough to go around. 

The Townsend Crusade. A drastic change came about during 
the depression in public opinion on the subject of old-age assistance. 
That change is reflected in the general appeal made by the Town- 
send and similar old-age pension plans. 

A truly national movement for old-age pensions developed which 
has come to be called the Townsend Crusade. Dr. Townsend was 
a retired physician who is said to have lost all of his savings in the 
1929 crash and who then undertook to supervise die care of a group 
of indigent persons in California. As a result of the misery among 
old people which he saw all around him, he proposed a state old- 
age pension for California. Later, after President Roosevelt’s social 
security message to Congress, Townsend and his associates espoused 
the idea, which was offered as a method of caring for the indigent 
aged but primarily as a method of recovering from the depression, 
of a Federal pension to persons 60 years of age or more who agreed 
to retire and to spend the money during the month in which it was 
received. The funds were to be secured by a 2 percent Federal 
transactions tax, the proceeds to be distributed up to a maximum of 
$200 per month. It was estimated that the tax would yield $24 billion 
annually.* 

The plan made an intensely emotional appeal to a large number 
of Americans. Milb'ons of persons, many of them under 60, were 
reported to have joined the movement and paid millions of dollara 
in weekly dues of 10 cents, although how many actually joined is 
not known. They banded themselves into thousands of Townsend 
Clubs, which were eflSciently controlled from a National Head- 
quarters and exercised considerable political influence, nationally 
and locally. A national weekly was also published. The organization 
appears to have been a profitable one for its owners and manag«rs. 

* The Townsend Crusade, Twentieth Century Fund, Inc., 1936. 
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Partly as a result of the Townsend Crusade, belief in old-age pensions 
became the most widely held economic and social doctrine in the 
United States, 

In the House and Senate hearings on the Administration s Social 
Security Bill, in later hearings on the Townsend Plan itself, and in 
the press, the economic philosophy behind the movement, developed 
ex post facto, unfolded and gained wide acceptance among the 
country’s masses, although not among its economists. Basically, the 
economic reasoning was simple, and fallacious. It was that huge 
sums of money given to and spent by old people would, in the process 
of being turned over, be multiplied tenfold monthly, thus creating 
enormous amounts of new purchasing power and stimulating busf 
ness, employment, and prosperity. There was much discussion conV 
cerning the adequacy of the 2 percent transactions tax proposed td 
raise the necessary funds, and an unsuccessful attempt was made to\ 
get a satisfactory scientific study on that point. \ 

A veritable flood of Townsend Plan letters and petitions criticizing 
the Administration s Social Security Bill and calling instead for $200 
monthly pensions made some Congressmen somewhat fearful of 
acting, and consequently delayed the actual passage of the Social 
Security Act. But the resulting agitation made the country pension 
conscious. 

The Committee on Economic Security. President Roosevelt in 
a special message to Congress on June 8, 1934, announced that he 
was seeking a "sound means” to provide more security for the 
common man, especially in the matter of old age and unemploy- 
ment, and that some actuarial studies were already in progress. Late 
in June he appointed the Committee on Economic Security, which 
consisted of the Secretaries of Labor, Agriculture, and Treasury, and 
also the Attorney General and Federal Emergency Relief Adminis- 
trator. Professor Edwin E. Witte was made Executive Director. The 
purpose of the Committee was "to study the problems relating to 
economic security of individuals,” and to make recommendations 
not later than December 1, 1934. An Advisory Council on Economic 
Security consisting of 23 representatives of workers, employers, and 
the pubUc was provided, with which the Committee could and did 
advise, but this Council was not appointed until early in November. 
.The President also appointed a Technical Board consisting of highly 
trained government specialists, with a staff of nongovernment special- 
ists, to make the studies necessary to enable the Committee to arrive 
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at sound conclusions on policy. Seven advisory committees on special 
subjects were appointed: Medical, Public Health, Hospital, Dental, 
Public Employment and Public Assistance, Child Welfare, and Nurs- 
ing. No special advisory committees for old age and unemployment 
were appointed, although these were the major subjects dealt with. 
A special committee of four of the country's leading actuaries was 
established to check actuarial and statistical methods and computa- 
tions. 

For six and one-half months the Committee on Economic Security 
and its various groups worked intensively, making studies, discuss- 
ing proposals, deciding policies. The Committee had to decide in 
what fields it should act, although it was pretty well settled that old 
age and unemployment would be included and that health insurance 
would not be. The President seemed to be in doubt for a while as 
to whether the time was ripe for Federal old-age legislation, but 
no one else of importance seemed to be. The Committee had to decide 
also whether to recommend nationally administered and financed 
systems, 100 percent Federally supported state systems with money 
collected from special taxes. Federally subsidized state systems, or 
a tax offset system for unemployment compensation. Finally it had 
to decide how much the cost should be and how the money should 
be raised. The major provisions of each specific plan had to be 
devised and passed on. Advocates and opponents existed for every 
major proposal made, and there was necessarily much discussion 
and debate. It was really a colossal task which the Committee 
assumed and carried through with the help of its various com- 
mittees. Information on which to base judgments was scanty and 
estimates, some of them of doubtful soundness, necessarily had to 
be relied upon. The question of constitutionality plagued the Com- 
mittee and no doubt hampered its progress. 

On January 15, 1935, the Committee on Economic Security 
reported to the President, who on the 17th transmitted the report 
to the Congress. In his message of transmittal. President Roosevelt 
recommended a Federal subsidy of 50 percent of the amounts spent 
by states for old-age assistance. He recommended that a compulsory 
contributory system of old-age insurance be established and that 
provision be made for a system of voluntary annuities. It was his 
opinion that the compulsory and voluntary annuities would in about 
thirty years make gratuitous grants to dependent aged persons 
largely unnecessary. 
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The time for a Federal plan of some kind had come. A broad 
foundation had been laid, the need was pressing, and extreme pro- 
posals were being popularized. 

SOCIAL SECURITY ACT PROVISIONS 

A Federal plan was developed. Under its provisions, grants-in-aid 
are made to states having old-age assistance laws approved by the 
Secretary of Health, Education, and Welfare. 

Approval of State Acts. In order to be approved, a state pro- 
gram must (1) be state-wide in coverage, and if administered by 
local subdivisions made mandatory upon them; (2) provide that tne 
state will participate financially in the program, but nothing is sam 
about the extent of that participation; (3) be administered by ^ 
single state agency, or its local administration supervised by oney 
(4) afford opportunity for all to apply and furnish assistance with, 
reasonable promptness to all eligible individuals; (5) provide a fair 
hearing before a state agency for those whose claims are denied or 
not acted upon with reasonable promptness; (6) provide personnel 
standards on a merit basis, although the Federal government exer- 
cises no authority over that personnel; (7) provide for the reports 
and information required by the Secretary to be filed; (8) provide 
for safeguarding confidential information concerning applicants and 
recipients, but the rolls may be opened to interested persons pro- 
vided the information is not used for political or commercial pur- 
poses; (9) provide that a state authority will be responsible for 
establishing and maintaining standards for public and private insti- 
tutions if assistance payments are made to individuals in them; and 
(10) provide that when determining the needs of an applicant the 
state will take into consideration all the income and resources the 
applicant possesses. 

The Secretary of Health, Education, and Welfare may not ap- 
prove any plan which imposes as a condition of eligibility; (1) an 
age requirement of more than 65 years; (2) any residence require- 
ment of more than five out of the preceding nine years and one year 
immediately preceding the date of application; and (3) any citizen- 
ship requirement which excludes any citizen of the United States. 

The Federal act does not define the concept of need or set up a 
minimum standard of living which will entitle an aged person to a 
grant. The Social Security bill as first introduced into the Congress 
did contain a provision to the effect that pensions granted plus 
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any private income must provide “a reasonable subsistence com- 
patible with health and decency ” and the translation of this concept 
into an objective standard was to be vested in the Federal agency 
administering that part of the act. Southern Senators and Represen- 
tatives were bitterly opposed to that provision, because the living 
standard of their needy aged was generally quite low, and the pro- 
vision was finally eliminated altogether. 

Neither does the act establish standards to be used by the states 
in determining what constitutes need, although it does require the 
states to take into consideration any other resources that an aged 
applicant might have. 

Some compulsion is applied in the matter of financial participation 
by the state, but only in the most general way, and the state is not 
required to contribute any specified amount or percentage. 

Only a few basic minimum standards were laid down, and these 
were standards already in effect in all of the better laws. The basic 
philosophy of the Federal act is to allow the state as much latitude 
as possible and to assist it with money grants and some guidance. 
The Federal government, through the Social Security Administrator, 
will, however, decide what are necessary and proper administrative 
costs. 

The Federal Grant. Under this program, the Federal govern- 
ment originally paid one-half of the amount granted by the state to 
any individual 65 years of age or over, but not to exceed $15 to any 
one person. Later this was raised to $20, In addition to this grant, 
the Federal government gave 5 percent of the amount of the subsidy, 
to be used for paying the cost of administering the state plan, 
although this could be used by the state for grants to individuals. 

Beginning October 1, 1946, a different formula was used. The 
government paid as much as $25 per month on account of any one 
recipient of old-age assistance. Furthermore, the proportion of the 
total amount spent by the state in old-age assistance grants which 
the Federal government paid was increased. The Federal govern- 
ment paid two-thirds of the total grants up to an average of $15 per 
recipient, and one-half of the amount above the $15 average, not 
counting sums in excess of $45 per month for any one individual. 
These averages, it will be noted, were not of individual grants. A 
state paying one individual $10 in old-age assistance and another 
individual $20 received from the Federal government $20, which is 
two-thirds of the total of $30. Furthermore, the Federal govern- 
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ment paid one-half of the cost of administering the state acts, and 
the states could use this in whole or in part to increase their aid to 
old people. That put the Federal contribution for administration on 
the same basis as for aid to dependent children and aid to the blind. 

In 1948 the contribution was made three-fourths of $20 and half 
the remainder up to a maximum average of $50, and in 1952 four- 
fifths of $25 and half the remainder up to $55. 


PROVISIONS OF PRESENT STATE LAWS 

The Social Security Act has brought about marked improvement 
in the provisions of state old-age assistance laws, although it has nm 
brought any high degree of uniformity. A brief summary of the 
major provisions of state acts may now be given.® ' 

The age provisions of the different state laws are now in con^ 
formity with the limit of 65 years specified in the Social Secmity^ 
Act, and Colorado will make payments to persons between 60 and 
65 in certain cases, although it must do this altogether out of its own 
funds. In order to enable states to make the necessary adjustments, 
the Federal act allowed a transitional period during which states 
with higher-age limits could qualify for subsidies. Thus one of the 
worst features of the early laws has been eliminated. 

Less than one-half of the states require citizenship as a condition ’ 
of eligibility, and a few of these will waive the requirement for per- 
sons with from 15 to 30 years of residence. 

Reasonableness has also been introduced into the residence re- 
quirements of state acts. Approximately one-third of the acts now 
have the maximum permitted by the Federal act, namely five in nine 
including the year immediately preceding application, although a 
few of these have more favorable alternatives applicable to some 
people. Approximately one-third of the laws require only one year 
of residence, and a few have no residence requirement at all. The 
Secretary of Health, Education, and Welfare has ruled that pay- 
ments to recipients out of the state temporarily who intend to return 
may not be discontinued. Some states have gone beyond this ruling 
and will continue to make assistance payments to recipients moving 
out of the state until they become estabhshed in their new residences. 

8 Changes in state acts are constantly being made, although the general 
outlines of the program are now clear. 
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Most of the movement to date appears to have been for the purpose 
of establishing residence near relatives.^ 

States are given complete power to define what constitutes basic 
need that will justify making a grant. Most of them define it as in- 
come inadequate or insufiicient “to provide a reasonable subsistence 
compatible with decency and healA.” The same idea is sometimes 
expressed in such phrases as “deprived of the essentials of life ” or 
“in need of relief and support.” These states generally place a maxi- 
mum on die size of the monthly pension that can be granted. One 
out of 10 states limits eligibility to persons with less than specified 
amounts of income. All of these generally allow extra amounts for 
medical care and funeral expenses. 

Approximately 55 percent of the acts have no statutory limit on 
the maximum that can be granted monthly, and a few of these spec- 
ify rather that the total income, including the pension, shall not be 
less than a specified amount per month. Of the acts that do have 
maximums, most specify at least as much as will yield the maximum 
Federal grant, and the others will no doubt raise their maximums. 
Colorado had a “jack-pot” provision in its law which required that 
at the end of each year the funds available for old-age assistance 
had to be distributed equally among the recipients. The provision 
was in effect repealed in 1947. 

It is quite common to set property limits as a condition of eligi- 
bility, but there is no uniformity in the limits set. The maximum 
amounts, beyond which a person is ineligible, vary from $300 in 
Utah and South Carolina to $6000 in Michigan and New Mexico 
and $8000 in North Dakota. In determining the disqualifying limit, 
some exempt the home the recipient is li\ang in. The value is deter- 
mined in some states to be the assessed valuation and in others the 
“net” value, generally less encumbrances. Some states also set per- 
sonal property limits, which vary from $150 to $500 and generally 
include only cash, bank and postal deposits, although some include 
insurance as well. It is customary to require either that the property 
be assigned or transferred, or for the state to take a lien on the prop- 
erty and upon death sell it and recover the amounts granted. 

Approximately one-third of the states have no specific limitation 
on tile amount of income or property as a condition of eligibility. 

< SocUd Security Bulletin, March 1946, pp. 39-42. 
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Nearly all laws provide that the disposal of property in order to 
qualify will in itself make a person ineligible. There are no time 
limits on this disposal in half of the laws, and states having time 
limits set periods varying from two to 10 years. 

There are three types of provisions relating to relatives who are 
legally responsible for the support of aged dependents and who are 
financially able to support Aem. One type provides for recovery 
from the responsible relatives by the state or local unit through the 
courts. A second type requires that assistance actually received from 
relatives be counted in determining eligibility or the amount of 
assistance to be granted. The third type disqualifies completely aged 
persons with relatives able to spport them. The most stringent pro- 
visions are generally found in Northern states which have bem 
paying pensions for many years. In the South and Southwest, where 
the pension movement had made relatively small headway untcf 
recently, and in many of the states with recent laws, less attentioii, 
is paid to relatives, and in some states the ability of relatives is not 
even investigated. The trend is definitely away from requiring that 
relatives bear the burden, even where they are able to do so, 
although in 1947 a few states increased their requirements in this 
respect. 

Administration of old-age assistance laws has been vastly im- 
proved. The extent of state administration is increasing. State super- 
vision of local administration is being made effective by the develop- 
ment of state policy, rules, and regulations binding on local units and 
by the development of personnel standards. In two-thirds of the 
states, the administration of all forms of public assistance programs 
is centered in one single state agency. 


OPERATION OF STATE ACTS 

Operation of state old-age assistance acts may now be described, 
although the description will necessarily be in fairly general terms. 
Table 5 conveniently summarizes certain operational aspects of the 
system and at the same time indicates some trends. 

Number of Recipients. In the month preceding the beginning 
of operations under the Social Security Act in 1936, the total num- 
bar of recipients of old-age assistance payments amounted to only 
431,000, and the average payment per recipient was only $16.34. 
Only about $155 million was spent during that year. Nearly one- 
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eighth of that money came from local sources and 45 percent came 
from the states. That represented a higher level than had been 
reached before, and was made possible by the enactment of many 
laws in the five years prior to the Social Security Act. 


Table 5. Old-Age Assistance: Recipients, Payments, and Source 
of Funds, by Year, 1940-1952 ® 


Year 

Number of 
Recipients 
(OOO’s) 
Dec. 

Average 
Payment per 
Recipient 
Dec. 

Total 

Expenditures 
Full Year 
(000*s) 

Percentage of Funds 
from 

Federal 

State 

Local 

1940 

2066 

20.26 

472,778 

49.8 

40.3 

9.9 

1941 

2234 

21.27 

540,074 

49.8 

41.0 

9.2 

1942 

2227 

23.37 

593,400 

49.7 

41.6 

8.7 

1943 

2149 

26.66 

649,969 

48.9 

43.5 

7.6 

1944 

2066 

28.43 

690,730 

47.9 

45.1 

7.0 

1945 

2056 

30.88 

726,422 

46.8 

45.5 

7.7 

1946 

2196 

35.31 

822,061 

48.1 

44.8 

7.1 

1947 

2332 

37.42 

989,720 

52.7 

41.6 

5.6 

1948 

2498 

42.02 

1,132,604 

52.8 

41.2 

6.0 

1949 

2736 

44.76 

1,380,398 

55.0 

40.8 

4.1 

1950 

2786 

43.05 

1,461,624 

53.7 

46.3 

NA 

1951 

2701 

44.54 

1,433,989 

53.2 

40.5 

6.3 

1952 

2635 

48.82 

1,468,040 

53.1 

40.4 

6.5 


Marked changes got under way immediately. Within 18 months, 
the number of needy persons receiving old-age assistance increased 
250 percent, reaching 1,577,000 in December of 1937. The number 
of pensioners then continued to increase slowly, with only a few 
brief minor reversals, until June of 1942, when it reached a peak 
of 2,250,000. Intense war activity lured many of the aged into paying 
jobs, and induced many others to remain in employment. Further- 
more, the need for assistance declined also as a result of income 
received by aged persons from family members of the armed forces 
and from other relatives enjoying full employment at high wages. 
The decline in the number on the rolls that set in after June of 1942 
continued through August of 1945, when there were 2,033,135 recipi- 
ents. Then largely because of declining employment opportunities 
resulting from cancellation of war contracts, the number on the rolls 
again began to increase. The total reached 2,809,537 in September 

* Social Security Yearbook, 1946, p. 46; Issues in Social Security, pp. 338 ff.; 
Social Security Bulletins. 



62 


AMERICAN SOCIAL INSURANCE 


1950, the largest number on the rolls to that date, but it has declined 
slowly since that time. 

The upward trend is expected to continue, partly because the 
number of aged persons will increase, but mainly because it is 
believed that any slackening in the tempo of production will result 
in laying o£E relatively large numbers of the aged. In considering 
these figmes, and future increases, it should be remembered that the 
number of persons 65 years and over increases now by about 200,000 
annually. During the past five years, the number of persons 65 and 
over has increased by approximately 2 million, but the number on 
old-age assistance rolls has increased only slightly. i 

The figures given above generally understate the actual number 
of recipients. For about one-third of the states at one time made a 
single grant to married couples and reported that as a single recipil 
ent. The degree of understatement varies considerably, ranging in\ 
1944-1945 from 2.1 percent in Missouri to 23.5 percent in Arkansas. 
Most of the states following this practice are in the South. The new 
formula for computing the Federal grant is modifying the practice, 
and part of the recent increase in reported numbers represents 
merely this change of practice. 

It has been estimated that in June of 1948 an average of 213 
persons per 1000 population 65 years and over were receiving old- 
age assistance. That is an overall figure, and there was consider- 
able variation as between states.” A fair idea of the extent of that 
variation may be had from the accompanying distribution of states 
according to recipients per 1000 population. 


Recipients per 1000 

Number of 

Population 65 and Over 

States 

Under 100 

6 

100 - 149 

4 

150 - 199 

12 

200 - 249 

9 

250 - 299 

3 

300 and over 

15 


Oklahoma, with 581 per 1000 population 65 and over, topped the 
list, followed closely by Texas with 487. Colorado, with 424 and 

^Public Assistance, A Report to tiie Senate Ckmunittee on Finance from 
the Advisory Council on Social Security, Senate Documoit No. 204, 80th 
Congress, 2nd Sess., p. 28. 
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Georgia with 418 were the only other states having more than 400. 
Lowest ranking states were the District of Columbia with 45 and 
Delaware with 56. 

Variations as between states are accounted for in large part by 
difEerences in the incidence of poverty. In general, the poorer states 
had higher ratios than the more well-to-do. Differences in standards 
for determining need account for some of the variations, as do 
differences in conditions of eligibility. Industrialized states are 
wealthier than agricultural states, and in addition most workers in 
industrialized area become eligible for Old-Age and Survivors Insm*- 
ance benefits. This last factor does not as yet accoimt for much of 
the variation as between states. 

Movement In and Out. There is a considerable movement of 
individuals into and out of recipient status. There are several impor- 
tant reasons why people seek old-age assistance grants. A study of 
cases opened in the last quarter of 1945 by the Social Security Board 
throws some light on the matter.^ 

Thirty-seven percent of the cases were opened because the appli- 
cants had lost their jobs. After V-J Day, jobs became less plentiful 
for the aged, partly because the need for labor declined and partly 
because many of the aged employed during the war were less effi- 
cient than others who could be hired. They were, in other words, 
marginal workers, as attested by the fact that 62 percent of the old- 
age openings because of loss of employment involved illness or dis- 
ability. Only the direst need for labor made their employment at all 
possible and desirable. Loss of unemployment compensation benefits 
was found to exist in less than 1 percent of these openings, which 
means that the applicants were not employed in covered industry or 
had not accumulated enough credits to qualify for benefits. 

Another major reason for openings was loss of service allotments, 
which inevitably followed reduction in the size of the armed forces. 
One ouPof eight openings was for this reason. The allotments were 
granted supposedly because these aged persons actually had been 
dependent upon the servicemen before they entered service. The fact 
that recourse to old-age assistance became necessary upon demobi- 
lization suggests that dependency really existed in a substantial 
number of tbe cases. 

T Social Security Bulletin, May 1946, pp. 32-37. 
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Depletion of savings and capital assets is next in importance as a 
cause of openings, and it accounted for 12 percent of the cases. 

The remaining cases were opened for other reasons, most of which, 
23 percent of the total, involved no change in financial status. A few 
had been in need for some time before applying but could not meet 
other necessary requirements such as age or residence, and some 
would have qualified but did not know of the program or had been 
reluctant to accept relief grants. Some openings resulted from shifts 
of blind persons receiving aid to the old-age assistance rolls when 
funds for the former program were running low. 

These proportions are suggestive, but they are not typical. Noi|- 
mally fewer aged persons are employed and consequently openinra 
resulting from loss of employment will be appreciably smaller. Fewet 
openings normally result from loss of allotments, t^ being an im-^ 
mediate postwar phenomenon. It is probable that openings resulting ‘i 
from depletion of savings are normally higher, because the period of ' 
time involved immediately followed the end of hostilities and some 
of the aged no doubt prolonged their financial independence with 
wartime savings. 

Substantial numbers of cases are closed every year. During the 
three fiscal years 1940-1943, a total of 914,713 cases were closed. 
The closing rate, expressed in terms of the number of cases closed ; 
per 1000 open cases, increased during the war. It was 106 in the 
fiscal year 1940-1941, 115 in 1941-1942, 140 in 1942-1943, and 
151 in 1943-1944. 

As would be expected, death was the most common reason for 
closing cases, accounting for slightly more than one-half of them. 
Decreases in needs account for a substantial number, for about one- 
seventh. Other causes, such as movement out of the state, admission 
to institutions, refusal to comply with regulations, receipt of other 
forms of aid, and changes in agency policy, account for the re- 
mainder. 

Qosing figures of war years are not typical, for during that period 
relatively larger numbers went off the rolls into jobs, or received 
assistance from relatives. However, they do illustrate the movement 
off old-age assistance rolls. 

Amounts Paid. Reference to Table 5 will show that total 
penditures have steadily and appreciably increased. Assistance to 
the needy aged increased during the early years of the depression. 



OLD-AGE ASSISTANCE 


but it was not until late in 1934 that it reached substantial juopor- 
tions. 

In the second half of 1936, the efiEect of Federal subsidies made 
itself felt in a marked way. In January of 1936, $7 million was paid; 
in July, $13 million. Thereafter, the amount increased rapidly, and 
continued to do so even during the war years, despite a leveling off 
in the number of recipients. The total for 1952 was slightly less than 
$1.5 billion, which was about 4.6 times as much as was paid in 1937 
and slightly more than 2.6 times the amount paid in 1941, the last 
year before the war. 

This increase in the total amount spent for old-age assistance has 
resulted partly from the increase in the number of persons receiving 
assistance. But the number on the rolls was only some 72 percent 
greater in 1952 than in 1937, whereas total payments were 360 per- 
cent greater. The difference is accounted for by higher average pay- 
ments per recipient. Congress from time to time has increased the 
maximum average amount it would subsidize and also the propor- 
tion of that maximum it would pay. The effect on the size of the 
average payment and on the total amount expended has been 
marked. Continued increases can be expected in the number of re- 
cipients as the aged population increases, and in the size of the aver- 
age monthly payment as prices and assistance standards go up. 

Average payment per recipient has steadily increased since the 
Social Security Act became effective. In the month preceding the 
beginning of operations under the Federal Act, the average 'monthly 
payment per recipient was $16.34. In Mississippi, the average was 
$3.62 and in Arkansas it was $5.90. By January of 1937, the average 
had increased 15 percent. Thereafter increases were smaller until 
1943-1946, when they again became substantial. In December of 
1951, the average monthly payment was $44.54, and in no state was 
it below $18. For Puerto Rico, where the Federal government grants 
only 50 percent of the first $30 for any one individual plus one-half 
the cost of administration, the average was $7.62, and in the Virgin 
Islands, which had the same matching formula, it was only slightly 
hi^er. A slight error exists in these figures, because they are aver- 
ages of the number of checks written, and some states pay husband 
and wife with one check; however, the error runs through all the 
figtures. 

A different view of what has happened to the average size of 
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benefit payments is given in Table 6, showing the distribution of 
states according to average monthly payment. States with the lowest 
averages are in the South. 

Table 6. Distribution of States According to Size of Average Monthly 
Payments, for Specified Periods 



There has been a marked increase in the number of states making 
the higher average monthly payments. In June of 1936, the average 
monthly payment did not equal $30 in any state. By December of 
1943, the number paying $30 or more was 15, and in December of 
1947 it was 39, nearly 77 percent of the total number. The national 
average for December 1952 was $48.82. Twenty-eight states, 54 per- 
cent, including every Southern state except Louisiana and Oklahoma, 
paid less than the national average. There were slightly more than 
1 million recipients in those states, or 46.6 percent of the total, and 
they received $44.0 million, or 32.7 percent, of the total amount paid 
out in old-age assistance. The highest average monthly payment for 
December 1952 was $84.22, made by Colorado. Six other states had 
averages exceeding $60. The percentage of the total amount paid to 
recipients of old-age assistance in November of 1945 which went to 
persons receiving less than $20 was 21.8; to persons receiving be- 
tween $20 and $30 it was 50; and to persons receiving more than 
$30 it was 28.1, 

In general, the highly urbanized states pay appreciably more per 
capita than the highly rural states. In January of 1948, no highly 
urbanized state paid an average benefit of less than $31.50, the high- 
est being $57.06 paid by California and $54.96 by Massachusetts. The 
highly rural states in general paid appreciably less, and particularly 
those in the South. There are striking exceptions. Arizona, Idaho, 
and North Dakota all paid averages generally approaching those 
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of the highly urbanized states. The lowest average, $15.83, was paid 
by Mississippi and the highest, $84.62, by Colorado. 

The two significant factors for both the number of recipients and 
size of average payment seem to be the extent of urbanization, with 
its attendant higher cost of living, and “pension philosophy.” States 
in which the cost of living is high or in which there has been a strong 
pension movement pay relatively high benefits. 

Recipients in institutions, on whose account the Federal govern- 
ment will now pay, receive the highest median monthly payments, 
no doubt because they need medical supervision and care. Recipients 
living alone receive the next highest median monthly payments, 
which is because they generally eat their meals out and room or 
house rent bulks relatively large in their budgets. Payments to mar- 
ried persons seem to reflect differences in methods of determining 
the size of payment rather than differences in need. Frequently in 
these cases one check is made out for two persons, or an old-age 
assistance check also takes care of dependents and other forms of as- 
sistance not available to dependents. Differences in medians for 
sexes also reflect differences in methods of making payments. It is 
common in some states to write one check for husband and wife and 
to make it payable to the husband. Hov/ever, a surprisingly large 
number of women are given separate checks. The relationships here 
described held consistently for the fiscal years 1937-1940 inclusive, 
but do not hold in states which have relatively less adequate funds 
and those in which flat-grant-minus-income bases exist, such as Colo- 
rado, California, and Washington.* 

Grants have not in general been considered adequate. A review of 
14,000 cases by the Social Security Board in 1940-1942 showed that 
in 69 percent of the cases the grants failed to meet the needs of the 
recipients as those needs were determined by the agency making 
the grant, a much higher percentage than was found in grants to the 
blind, 60 percent, and grants-in-aid to dependent children, 47 per- 
cent. The major reason for this inadequacy is, of course, lack of 
funds, which in turn results from the poverty of many states and the 
limited Federal subsidy. Considerable pressure has consequently 
been exerted to induce Congress to increase the amount of its sub- 
sidy per person and to grant larger sums per person in the poor than 
in the relatively well-to-do states. But “adequacy” is a relative term 

8 For a more detailed statement, see the Social Security Bulletin, for Oc- 
tober 1941, pp. 29 ff. 
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and there is no reason to suppose that grants will ever be considered 
adequate, no matter how much they are increased. 

Total expenditures per inhabitant for old-age assistance in 1944 
were $5.44 for the country as a whole. This compares with $1.06 for 
aid to dependent children, 70 cents for general assistance, and 17 
cents for aid to the blind.^ Variations between states were consider- 
able, as the following distribution shows. For the fiscal year ending 
June 30, 1952, total expenditures per inhabitant for old-age assist- 
ance were $9.52, compared with $3.50 for dependent chil^en and 
37 cents for the blind. 


Average per Capita Number of 

Payment, 1951-1952 States 

Under $ 2.00 4 

$ 2.00 - 3.99 6 

4.00 - 5.99 2 

6.00 - 7.99 10 

8.00 - 9.99 14 

10.00 - 14.99 10 

15.00 - 19.99 3 

20.00 and over 4 


The lowest per capita payments were found in Puerto Rico, with 
$1.02, and Virginia, with $1.54, both of which have relatively small 
numbers on the pension rolls and low average monthly payments. 
They are poor, and perhaps not too much disposed to assist their 
aged. The highest per capita expenditure was $32.96 by Colorado, 
which although not too wealdiy has developed a powerful old-age 
pension movement. Three other states paid averages above $20— 
Louisiana, $24,82; Oklahoma, $25.07; and Washington, $21.06. 

Source of Funds. Ibe relative importance of different units of 
government as sources of funds is shown in Table 5. The percentage 
coming from the Federal government has consistently been very 
nearly 50, and because of the change in formulas made in 1946 and 
1952 is likely to continue well above 50 percent. This may be taken 
to indicate that the Federal contribution is a major limiting factor 
in total expenditures for old-age assistance, and that is no doubt so. 
But it also may indicate that to some extent the states are unwilling. 


* Jbtd., June 1945 and April 1953. 
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wdl as financially unable in part, to assume larger burdens. The 
same reluctance to spend appears also in die field of public educa- 
tion in the same states. 

Contributions made by the state units have come to assume quite 
substantial proportions, considering the woefully inadequate part 
played by state money before the Social Security law was enacted. 
State contributions have been pretty dose to 40 percent of die total, 
and the range of variation as between states has not been signifi- 
cantly great. 

Local units now contribute relatively little, and the proportion is 
steadily decreasing, although the total amounts involved are sub- 
stantial. Local contributions were only 5.6 percent of the total in 
1947. In approximately 60 percent of the states, local units made no 
contributions at all in that year. In those states where local units 
contributed in 1946, the range was from almost nothing to 24.1 per- 
cent in Kansas. In 10 states, as much as 20 percent came from local 
governmental units. The percentage is now increasing slighdy. 

The Federal government appropriates money for public assistance 
from the general fund and has no source of revenue specifically ear- 
marked for that purpose. Before the Social Security Act was passed, 
local governmental units frequendy had fixed mill levies on real 
property to finance assistance programs, and states usually appropri- 
ated from general revenues. The depression resdted in special levies 
for relief purposes, these being usually additions to existing levies 
such as sales taxes, the additional sums received being diverted to 
welfare purposes. 

Soon after the Social Security Act was passed, the trend was for 
states to levy special taxes or to earmark revenues from certain taxes. 
Many of the states used money they collected from various types of 
sales or use taxes. More recently the trend has been to secure die 
state’s share wholly or pardy from general revenue funds. Approxi- 
mately 70 percent of the states now finance their old-age assistance 
programs from general revenues only. Income and sales taxes supply 
much of the money that goes into the general revenue funds. 

The earmarking of tax revenues for assistance purposes appears to 
many to have the advantage of providing a definite source of income. 
But the practice has certain disadvantages. Assistance revenues may 
fluctuate violendy and thus seriously affect the level of operations. 
An uneven development of governmental functions may develop— 
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old-age pensions at the expense of general assistance and all assist- 
ance at the expense of schools. Earmarking interferes with proper 
budgetary planning and the control of state and local expenditures. 

SOME TRENDS 

The Means Test. Basically, the old-age assistance program was 
conceived as a program whereby government would supplement 
existing income to the end that a reasonable minimum level of living 
would be available to the dependent aged. A “means” test would 
therefore appear to be an essential element in the program. But 
there is a tendency for states to establish generalized methods jpf 
determining the size of old-age pensions rather than basing them on 
individual needs. In a few states, assistance payments approach tHe 
statutory or administrative maximums. Administrative diflBculties in\- 
volved in determining needs account in part for this trend. But ther^ 
also appears to be some desire to eliminate the practice of having 
state and local oflScials piy into the private affairs of needy indi- 
viduals, or of those who claim to be needy. The feeling seems to be 
growing that all needy aged persons have equal rights to public 
funds. Some states allow for exceptions to their statutory or admin- 
istrative maximum amounts, and this of course is contrary to the 
tendency just described of paying uniform amounts irrespective of 
the degree of need. 

Size of Grant. There is a definite and strong trend towards 
liberalizing the maximum amount that can be paid in assistance. To 
some extent this is accounted for by the marked increase that has 
taken place in the cost of living, but in part it reflects an attempt to 
improve the lot of the needy aged. The political factor cannot be 
ignored. Aged persons in some states exert considerable political 
influence. In part, the liberalization is the result of another trend, 
the trend toward shifting the brunt of the burden from local to state 
and Federal governments. 

Responsibility of Relatives. Careful investigation is required 
to determine the amount of assistance needed to supplement exist- 
ing resources. But less emphasis is being given to the ability of rela- 
tives to support aged applicants. The range of relatives that can be 
considered responsible is being reduced. A few states specify that 
relatives with low incomes or who have heavy family obligations 
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should not be considered as sources of aid, and in most states these 
are not expected to contribute. And even when it is found that rela- 
tives could but do not contribute, the tendency is to pay the assist- 
ance anyway, and not to bring legal action against them to compel 
support. 

This is no doubt what the Massachusetts Commission on Old-Age 
Pensions had in mind when years ago it spoke of the danger of fam- 
ily disintegration. What appears to be happening is that the concept 
of the family has definitely been narrowed to eliminate the more 
distant relatives and is being further narrowed to eliminate children 
who themselves have family responsibilities. It is worth noting that 
a family consisting say of father, mother and three children can it- 
self disintegrate, or be seriously demoralized, if required to support 
grandparents, uncles, and cousins. Whatever the moral philosopher 
may think about it, the American people like the idea of shifting 
from relatives to taxpayers the burden of supporting the indigent 
aged. 

This trend has gone even further. Some states exempt a part of the 
applicant’s income when determining his needs. Pushed to its logical 
conclusion, this move would eliminate entirely the idea of “assist- 
ance” and would result in flat pensions regardless of need. There 
are many who would go that far. Property limitations restricting 
eligibility are also being liberalized in some states where they exist. 

Assistance to Those Institutionalized. When the old-age pen- 
sion movement was getting under way in this country, there was 
much discussion about the high cost of maintaining the poor in 
county homes and of the deplorable conditions under which the in- 
mates lived. Many firmly hoped that pensions would replace poor- 
houses, and Arizona in her first act provided that all almshouses 
should be abolished and the buildings and grounds sold. The Social 
Security Act at first provided that no Federal money would be used 
to pay pensions to persons in public institutions. That policy has 
been changed and payments to persons in public medical institu- 
tions, other than those suffering from mental disease or tuberculosis, 
will now be subsidized. Furthermore, now the Federal government 
will also contribute toward the cost of medical and hospital care 
even though the payments are made directly to practitioners and 
institutions, but only within the same average maximum limits. 
There must be a state authority responsibility for establishing and 
maintaining standards for those institutions. 
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ASSISTANCE AND INSURANCE 

There are certain similarities in our Federal Old-Age and Sur- 
vivors Insurance system and state old-age assistance systems. In both 
the eligibility age is 65, for both men and women. In both an indi- 
vidual who is denied insurance or assistance is entitled to a hearing. 
Both assure the individual privacy in his personal affairs. Both pay 
in cash and neither restricts the use that can be made of the money 
received. Both are intended to supplement other income and the 
sums paid tend to fall within the same fixed limits. And the Federal 
government is involved in both, although in different ways.^® I 
Some of the differences between the two, although not perhaps 
fundamental, are rather significant. Most old-age insurance primaw 
beneficiaries are men, whereas the sex distribution in old-age assisl[- 
ance conforms to that of the general aged population. Negroes ari^ 
overrepresented on the assistance rolls and underrepresented on the 
insurance rolls. Old-age insurance families with primary benefici- 
aries are larger than families with old-age assistance recipients. The 
average primary beneficiary family has a substantially higher in- 
come than the average assistance family, which is not due to the 
insurance benefit but to other sources of income. A larger number of 
public assistance families are entirely dependent on assistance pay- 
ments than is the case of insurance families.^ ^ 

Really fundamental differences exist between the two systems. 
The insurance system is compulsory and nation-wide in coverage, 
it is contributory, benefits are based on earnings, and it is admin- 
istered by the Federal government. The assistance system is volun- 
tary, gratuitous, benefits are based on needs, and it is administered 
by the states. The insurance system because of its infancy, now 
serves fewer beneficiaries than does the assistance system, but in 
the course of a short generation will, or should, serve considerably 
more. 

Merrill G. Murray and Elinor Pancost, “Trends in Old-Age Assistance,” 
Social Security Bulletin, September 1945, pp. 12-15. 

Social Security Bulletin, December 1944, pp. 9-14. 
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THE FEDERAL OLD-AGE AND 
SURVIVORS INSURANCE SYSTEM 
PROVISIONS 


The Federal Old-Age and Survivors Insurance system is designed to 
provide cash Tienefits to those persons who have met all of the re- 
quirements laid down in the law. Several general characteristics of 
die system should be noted before a detailed description is given. 

Geographically, the system is nation-wide in scope, covering all 
the states, the District of Columbia, Alaska, Hawaii, Puerto Rico, 
and the Virgin Islands. It is administered exclusively by the Federal 
government, except that state agencies determine whether an in- 
sured is totally and permanently disabled. It is a compulsory system, 
except that states and certain nonprofit organizations may now vol- 
untarily assume coverage for their employees, and under specified 
conditions may later ivithdraw voluntarily from coverage. To a 
limited extent, business organizations and private individuals are 
permitted to elect coverage. All classes of income receivers are in- 
cluded. It is not just “workingmen’s” insurance. Those who qualify 
for benefits are eligible to them as a matter of right, irrespective of 
whether they need the money. Employers and employees contribute 
equal amounts to provide benefits to employees and their dependents 
and survivors, and employers and self-employed persons without em- 
ployees contribute to provide benefits to themselves and to their de- 
pendents and survivors. The Federal government pays no part of 
tfie benefits or of the administrative costs, and it is not pledged to 
meet any deficit that may develop. The system is designed to be 
wholly self-supporting. 

Thus it is a system of insurance and not of relidE, aldiough lower- 
income groups are definitely favored at the expense of higher-income 
groups, and older persons qualifying for benefits in the beginning 
years and after the “new starts” in 1950 and 1954 get a great deal 
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more for their money than will those who qualify after the system 
has become stabilized. Insured women will generally get less from 
the system than they put in, especially the higher-paid ones, because 
for the most part they do not have many dependents and survivors. 

MAJOR PROVISIONS OF THE SYSTEM 

The system has become exceedingly complicated and is likely to 
become even more so. A summary view of its structure can be given 
by describing the major provisions concerning coverage, benefits, 
taxes, and administration. 

Coverage^ The original Act, passed in 1935, established a pure 
and simple retirement plan with only one benefit. Its inadequacy 
being quickly realized, a drastic revision in 1939 added a fairly coin- 
prehensive system of benefits for dependents and survivors of einv 
ployees. Workers in some employments, as in agriculture and iix 
domestic and public service, were excluded. The scope of the sys- 
tem was broadened still more by amendments in 1950 and 1954 
which included self-employed persons and most of the employments 
previously excluded. 

Persons. Employees covered by the Act consist of corporation 
officials, ‘‘any individual who under the usual common law rules ap- 
plicable in determining the employer-employee relationship, has the 
status of an employee," and persons working for pay for someone 
else ( 1 ) as an agent-driver or commission-driver distributing meat, 
vegetable, fruit, and bakery products, laundry or dry-cleaning serv- 
ices, and beverages other than milk; (2) as a full-time life insurance 
salesman; (3) as a “home worker" on material goods, if the worker 
is paid at least $50 in any calendar quarter; and (4) as a full-time 
traveling or city salesman soliciting orders for merchandise for re- 
sale or supplies for their own use from business establishments. 
However, solicitors who have a substantial investment in the facil- 
ities used, except for transportation, or whose services are not part of 
a continuing relationship with their principal, are not considered to 
be employees. There is no numerical exception limiting coverage 
such as is found in many unemployment insurance and workmen s 
compensation laws. 

Employers and the self-employed are persons engaged on their 
own account in trade or business and they are now included pro- 
vided their net earnings as computed for this purpose— technically 
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their ‘"adjusted gross income”— for the year amount to at least $400. 
But public officials, persons under 18 who deliver newspaper or 
shopping news, and employee representatives, i.e., union officials, 
are specifically excluded from coverage, as are members of religious 
orders who take a vow of poverty. Workers covered by the railroad 
retirement system are also excluded. The following self-employed 
professional workers are also specifically excluded: physicians, law- 
yers, dentists, osteopaths, veterinarians, chiropractors, naturopaths, 
and optometrists. Farmers and farm operators were included by the 
amendments of 1954. 

Employments, Until 1951, service in certain employments was 
excluded from coverage. The most important of these were agricul- 
tural labor, domestic or household service, public service whether 
governmental or proprietary, and service for certain nonprofit insti- 
tutions for charitable, religious, scientific, literary, or educational 
purposes. This list of excluded employments has been appreciably 
reduced. 

In general, the employments now covered include all services for 
pay or gain, but there are still some exceptions. One is service per- 
formed for the Federal government or its instrumentalities if another 
retirement system is applicable or if the instrumentalities are tax- 
exempt. Railroad employment, which is covered by a separate act, 
is also excluded, although it may under certain conditions be in- 
cluded. Service for foreign governments and for educational institu- 
tions by students who are also regularly attending classes is not in- 
cluded. The services performed for a son, daughter, or spouse and 
by children under 21 for their parents in any employment are spe- 
cifically excluded. 

Until 1951, agriculture was completely excluded from coverage. 
Now the service of workers on farms who are paid at least $100 in 
cash during a calendar year from a single employer is covered. It is 
no longer necessary that the worker be a “regular” employee 
“continuously” employed for any specified period of time. A farm 
household employee’s services are covered under exactly the same 
condition. Service performed in connection with the production or 
harvesting of crude gum from a living tree, gum spirits of turpentine, 
and gum rosin, or with the production or ginning of cotton is en- 
tirely excluded. 

Domestic or household service was also excluded until 1951. Now 
such service performed for local college clubs, fraternities, and so- 
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rorities by students regularly enrolled in and attending classes is 
still exempt. All other household service is covered for any calendar 
quarter in which the employee is paid at least $50 in cash by a sin- 
gle employer. Until the 1954 amendments, the household worker 
must also have been employed on at least 24 different days in the 
quarter. Domestic service on farms operated for profit is treated in 
the same way as farm labor. 

Service for state and local governments, whether governmental or 
proprietary in character, may now be included. iTiis is done by 
means of a voluntary agreement entered into by the state and the 
Secretary of Health, Education, and Welfare. No agreement will fee 
made directly with a local political subdivision, such as a city lor 
coimty. The agreement may apply to all oflBcials and employees or 
to “coverage groups” performing either governmental or proprietaw 
functions. A state may, for example, make an agreement that covere 
the employees of its state schools, the employees of a local school 
system, the employees of a city water plant, or any other distinctive 
group of employees. All of the services performed by employees in 
such groups must be included, except that purely emergency and 
part-time services may be excluded. The services of elected officials 
and services rendered for fees may also be excluded if the state so 
desires. The state may, if it desires, include all of its own agricul- 
tural labor and student help. But no agreement may include unem- 
ployment relief work, service by patients or inmates of public 
institutions, or service othervase excluded by the Act, except agri- 
cultural labor and student help. The agreement may be modified 
from time to time to include additional coverage groups or services. 

When this extension of coverage was first made possible, in 1950, 
it was provided that no agreement could be made to include serv- 
ices covered by a state or local retirement system at the time the 
agreement became effective. It was, of course, possible to terminate 
a system, achieve coverage, and immediately thereafter reenact the 
same system or a modification of it. This was done in some cases. 
But fear that legislatures would not reestablish a system, or a rea- 
sonable modification of it, led to much pressure against seeking 
coverage. 

This strange provision, which appears to have been inserted as a 
result of influence exerted by persons opposed to extending the Act 
to public employees, was changed in 1954 to allow inclusion of all 
except firemen, policemen, imemployed persons on work relief, 
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working patients in hospitals, homes, or other public institutions, 
and those employed in “covered” transportation. However, where 
there is a retirement system already in eflFect, there must be a refer- 
endum by secret ballot, held after at least 90 days' notice, conducted 
under the supervision of the Governor or of some person or agency 
designated by him, in which a majority of the eligible employees 
vote in favor of being included. Members of the retirement system 
are considered to constitute an appropriate coverage group, and if 
the vote is favorable all of the services performed by members of 
the group are included. 

The state is responsible for paying the taxes levied on the em- 
ployer and the employee, as is true of private employers. Should the 
state fail to pay, or pay less than the amounts due, the amounts due 
plus interest at 6 percent may be deducted by the Federal govern- 
ment from its grants-in-aid to the state for other social security pro- 
grams such as old-age assistance and aid to the blind. The deducted 
amounts will then be appropriated for the Federal Old-Age and 
Survivors Trust Fund, and will be considered as payment of the 
taxes levied. 

An agreement extending coverage to state and local employees 
may be terminated by the state in its entirety or for any coverage 
group or groups, after giving written notice two years in advance of 
the intended termination date. But this can be done only after the 
agreement has been in eflFect for at least five years prior to receipt of 
the notice. The coverage voluntarily assumed thus becomes com- 
pulsory for a minimum of seven years. After reasonable notice and 
opportunity for hearing, the Administrator may terminate the agree- 
ment in its entirety or for one or more coverage groups if he finds 
that the state has failed or is no longer legally able to comply sub- 
stantially with the provisions of the agreement. This must be done 
not later than two years after proper notice has been given to the 
state. Once an agreement has been terminated wholly or in part, no 
new agreement may be made to replace or to modify the agreement, 
or that portion of it, that has been terminated. It should be added 
that the inclusion, in the system, of some publicly owned local trans- 
portation systems acquired from private owners since 1936 is now 
compulsory. 

Service in certain tax-exempt nonprofit religious, charitable, edu- 
cational, and other similar organizations, which was not covered by 
the Act before 1951, may now be brought within the system volun- 
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tarily by the organizations. The procedure diflFers from that for 
states. The nonprofit organization must poll its employees on 
whether they desire to be included. If at least two-thirds of them 
desire coverage, each individual concurring in the employer s re- 
quest to be covered signs a list so indicating. The organization then 
files a certificate certifying that it desires to be included in the sys- 
tem, together with the list of concurring employees. The certificate 
becomes effective the day following the close of the quarter in which 
it is filed. Coverage is then extended to the employees who signed 
the list. The list may be amended by filing supplemental lists, giving 
the names of additional employees who wish to be covered, withih 
two years after the quarter in which the certificate becomes effeor 
tive. All persons who become employees after the calendar quartei 
in which the certificate becomes effective are automatically and\ 
compulsorily included. Thus old employees who do not sign the list\ 
are not covered. The organization may terminate coverage, without \ 
reference to the desires of its employees, by giving two years’ ad- 
vance notice in writing. But the notice of termination can be given 
only after the certificate has been in effect for at least eight years. 
This means that coverage, once assumed, may not be relinquished 
for ten years. An organization terminating coverage may not file a 
new certificate. The coverage may be terminated at any time by the 
Federal government if requirements are not substantially complied 
with. 

Duly ordained, commissioned, or licensed ministers and Christian 
Science practitioners may elect, on an individual basis, to be covered 
by the Act. They are considered as self-employed persons. 

Insurance Status. The benefits provided by the Federal Old- 
Age and Survivors Insurance system are payable only if the individ- 
ual upon whose wages or self-employment income they are based is 
properly insured at the time of retirement or of death. It is neces- 
sary, but not at all diflBcult, to acquire the proper insurance status. 
A person can be insured in either or both of two different ways, and 
for some benefits both are required. 

FuUy Insured, A person is "fully insured” if he has acquired 
(1) an absolute minimum of six "quarters of coverage” and (2) one 
quarter of coverage for every two quarters elapsing after 1950 or 
after the quarter in which he reaches age 21, whichever is later, and 
up to but excluding the quarter in which he reaches age 65 or dies, 
whichever occurs first, or (3) a total of at least 40 quarters of cover- 
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age. Reference to death is included because survivor benefits are 
payable on the death of a fully insured person. If the total of quar- 
ters elapsed is an odd number, it is reduced by one. Anyone having 
40 quarters of coverage, whenever acquired, is "permanently” fully 
insured, irrespective of how many quarters have elapsed. And so is 
anyone who has less than 40 quarters but who has one quarter for 
every two elapsing since 1950 and before age 65. Thus many older 
persons will be permanently fully insured with far less than 40 quar- 
ters of coverage. Beginning July 1, 1955, in determining whether the 
one-in-two requirement has been fulfilled, any quarter during a "pe- 
riod of disability” that is not also a quarter of coverage is not 
counted as time elapsed. The disability feature will be explained in 
some detail below. Briefly, it means that the insurance status is 
"frozen” during a period of total and permanent disability. 

Special provision is made for persons newly covered by the 
amendments of 1954. Such persons who die or attain age 65 before 
July 1, 1958, are deemed fully insured if all the quarters elapsing 
after 1954 and up to but not including the quarter of death or age 
65 are quarters of coverage and if there are at least six of them. 
Thus newly covered older persons who will be unable to fulfill the 
requirement of one quarter of coverage for each two quarters elaps- 
ing after 1950 and before death or retirement are protected. After 
the third quarter of 1958, the regular requirements apply to all. 

A quarter of coverage is a three-month period, ending March 31, 
June 30, September 30, or December 31, in which the person is paid 
at least $50 in covered wages or is credited with at least $100 in cov- 
ered self-employment income. Anyone paid or credited with a total 
of $4200 in a year, after 1954, in wages or self-employment income 
or in both combined, acquires four quarters of coverage for that 
year, excepting the quarters after the one in which he dies, and ex- 
cepting also any quarter any part of which is in a "period of disabil- 
ity” except possibly the initial and last quarters of that period. But 
no quarter will be counted for the purpose of determining insurance 
status prior to its beginning. The same is true for those receiving at 
least $3600 for the years 1951-1954. Tliose who received at least 
$3000 in any years before 1951 are credited with all quarters follow- 
ing their initial quarter of coverage in that year. Quarters of cover- 
age need not be acquired in any particular sequence. They may be 
acquired before age 21 and after age 65, as well as during the nor- 
mal working years. Any quarter acquired at any time since 1986 
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may be counted in determining whether a person is fully insured. 

Special provision is made for determining quarters of coverage 
for agricultural workers after 1954. If paid at least $100 but less than 
$200 for agricultural labor, they are credited with the last quarter in 
that year. The last two quarters are credited if the wages paid are at 
least $200 but less than $300, and the last diree if wages are at least 
$300 but less dian $400. If paid $400, all quarters are credited. These 
quarters will be credited only if they are not also creditable for 
wages paid in other occupations or for self-employment income. 

Assume, for example, that a worker was 60 years old on Decem- 
ber 31, 1950. He needs an absolute minimum of six quarters of covi- 
erage, and, under the one-in-two rule, that number will make hirn 
fully insured until the end of the first quarter in 1954. He attains 
age 65 on December 31, 1955. Since the quarter in which he be-\ 
comes 65 is not counted, a total of 19 quarters will have elapsed.^ 
This is an odd number and therefore it is reduced to 18. He will, at ^ 
age 65 and thereafter, need nine quarters of coverage to qualify as 
fully insured. Once this worker has acquired nine quarters of cover- 
age, whether before, dining, or after 1950, he will be “permanently” 
fully insured, for he will have met the one-in-two requirement. 

A young man who attains age 21 after 1950, say on November 22, 
1954, will need 40 quarters of coverage to be fully insured at age 65. 
Until he has acquired 40 quarters of coverage, he will be held to the 
one-in-two rule. Should he die in January 1965, he would be fully 
insured if he had accumulated a minimum of 20 quarters of cover- 
age, i.e., one for every two elapsing after the quarter in which he 
attained age 21 and before the quarter in which he died. 

Currently Insured. Some benefits are payable even though fully 
insured status has not been achieved, provided the covered individ- 
ual was “currently insured.” To be currently insured, a person must 
have acquired at least six quarters of coverage dining the 13-quarter 
period ending widi the quarter in which he dies or becomes entitled 
to a primary benefit. Coverage acquired prior to this 13-quarter pe- 
riod may not be counted in fulfilling the requirement. Here also 
quarters in a {Seriod of disability which are not quarters of coverage 
are not counted as time elapsed, and therefore the actual number of 
cal^dar quarters in the period may be more than 13. 

Assume that a young man who is 21 years of age on November 22, 
1960, enters covered employment for &e first time on June 1, 1967, 
that he works steadily until he dies in January 1972, and that he is 
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paid at least $50 during each month of covered employment. What 
is his insurance status? A total of 44 quarters elapse between age 21 
and death. He has 20 quarters of coverage. That is less than 40 and 
it does not meet the one-in-two requirement. Therefore he is not 
fully insured. But he does have at least six quarters of coverage in 
the 13-quarter period ending March 31, 1972, the quarter in which 
he died. Therefore he is currently insured, and his survivors will be 
entitled to benefits. Protection for survivors is thus much more eas- 
ily obtained than is qualification for a retirement benefit. 

The Primary Benefit. Although it began as a simple retirement 
benefit plan, the Old-Age and Survivors Insurance system now pro- 
vides monthly benefits to dependents and survivors as well, and 
there is also a small lump-sum benefit payable on the insured s 
death. The key to the entire structure is the old-age insurance bene- 
fit, commonly called the primary benefit. To be entitled to this bene- 
fit, a person must (1) be fully insured, (2) be at least 65 years of 
age (there is no distinction between men and women), and (3) 
have filed an application for the benefit. 

Two diflFerent methods are used to compute the retirement bene- 
fit and the benefit amount upon which payments are made to sur- 
vivors in case of death before retirement. The standard method is 
the one that in due time will be used in all cases. A supplementary 
method is used in cases where counting credits acquired under the 
Act prior to the 1954 amendments enables the recipient to receive a 
larger benefit than is yielded by using the standard method. 

The method that will generally be used to determine the benefit 
for those who first qualify for benefits after August, 1954, or who die 
after that date, and who have acquired at least six quarters of cov- 
erage since 1950 is as follows. First the insured person's “average 
monthly wage” is computed. All covered wages and self-employ- 
ment income received after the insured's “starting” date and before 
his “closing” date, not counting amounts above $4200 in any one 
year, are added and the total is divided by the number of months 
elapsing between those two dates. For the years 1951-1954, the 
maximum was $3600, and for the years before that it 'was $3000. 

'The starting date is December 31, 1950, or for one who attains 
age 21 after that date it may be the last day of the year in which he 
attains age 21, if using the latter date gives him a higher average 
monthly wage. But if a person who attains age 21 after 1950 uses 
December 31, 1950, as a starting date, no month in any year preced- 
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ing the year he attains age 22 in which he acquired less than two 
quarters of coverage will be counted as time elapsed. Thus young 
persons entering the labor force after 1950, whose incomes are likely 
to be low, are not penalized by having that time counted against 
them. For those who were covered by the Act before the 1950 
amendments the starting date may also be December 31, 1950, if 
they have acquired at least six quarters of coverage after 1950 and 
if Aat starting date gives them a higher average monthly wage. 
Otherwise their starting date is December 31, 1936, and their bene- 
fit is determined in a different manner. 

There are alternative closing dates. One is the first day of the ye^r 
in which an insured person dies or becomes entitled to an old-ade 
insurance benefits, whichever occurs first. It will be recalled that tb 
be so entitled a person must be fully insured, have attained age 6a 
and have filed an application for the benefit. The other closing datq 
is the first day of the year in which the person is both fully insiired\^ 
and attains age 65. In this case he would not have filed an applica- 
tion at the time and would not therefore be “entitled'' to the benefit. 
The date yielding the higher primary insurance amount is used. 
However, if adequate evidence of earnings is available at the time 
of computation, the closing date will be the first day of the year fol- 
lowing the year of death, entitlement, or acquisition of fully insured 
status and retirement age, if using that date will result in a higher 
primary benefit. If adequate evidence is not available, the benefit 
will be recomputed when the evidence becomes available, if the 
benefit will be increased as a result. 

Special provision is made for persons dying or becoming entitled 
to benefits in 1956. In their cases, the starting date may be Decem- 
ber 31, 1954, and the closing date July 1, 1956, provided at least six 
quarters elapsing after 1954 and before death or entitlement, which- 
ever occurs first, are quarters of coverage. Wages and self-employ- 
ment income in excess of $2100 received after December 31, 1955, 
are not counted when this procedure is used. These dates are used 
only if they yield a higher benefit amount than the person would 
otherwise have received. Persons first covered by the 1954 amend- 
ments may thus qualify for the maximum benefit allowed, if their 
covered wages or self-employment income amount to $350 monthly 
during the months between the starting and closing dates. 

Under certain conditions it is possible to exclude some of the time 
elapsed and income received between starting and closing dates. 
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This is the “drop-out” feature introduced by the 1954 amendments. 
As many as four years in which there was no covered income or in 
which covered income was the lowest may be excluded in comput- 
ing the average monthly wage if the insured person acquired at 
least six quarters of coverage after June, 1953, or if he first becomes 
entitled to benefits after August, 1954. Those years will also be 
dropped out in computing survivor benefits where the insured per- 
son dies after August, 1954, and is not at the time of death a primary 
beneficiary. For persons having at least 20 quarters of coverage a 
total of five years may be dropped out. Thus persons newly covered 
by the amendments of 1954 will not have the years 1951-1954 
counted against them. Others, who have years of low covered in- 
come, will also benefit. Under certain conditions, periods of total 
disability may also be excluded, effective July 1, 1955. But in every 
case, an absolute minimum of 18 elapsed months must be counted. 

The maximum average monthly wage possible is $350, and it can 
be attained only by persons who have covered income of at least 
$4200 for each included year. The average monthly wage of an in- 
sured person whose total credited and counted covered income is 
$12,500, whose starting date is December 31, 1950, and whose clos- 
ing date is January 1, 1956, is $12,500 divided by 60, or $208.33. 

When the average monthly wage has been computed, the primary 
benefit amount is easily determined by taking 55 percent of the 
first $110 plus 20 percent of the next $240. Thus the absolute maxi- 
mum, yielded by an average monthly wage of $350, is $108.50. This 
maximum will not be paid until after June 30, 1956, because not 
until then will anyone have been credited with the maximum taxable 
income for the required minimum number of quarters. The previous 
maximum was $85. When the primary benefit or any other monthly 
benefit as computed is not a multiple of ten cents it is “rounded” by 
being raised arbitrarily to the next higher multiple of ten cents. 

The formula for computing the primary benefit is weighted in fa- 
vor of the low-income groups. As the law stands under the 1954 
amendments, a man witii an average monthly wage of $100 would 
receive $55 a month, whereas a man with a wage of $300 would re- 
ceive $98.50, a difference of $43.50. In this comparison, three times 
as much in taxes brings slightly less than 1.8 times as much in bene- 
fits. For one with an average monthly wage of $30 or less, the differ- 
ence is even greater, since he would receive $30. Thus it is possible 
for some people to receive a monthly benefit larger than their aver- 
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age monthly wage. This heavy weighting in favor of the low-income 
groups is one of the elements that go to make the plan “social,” as 
distinguished from “commercial” insurance. The same principle is 
applied in a different way in our income-tax law. 

The primary benefit is payable beginning with the month in 
which the beneficiary becomes entitled to it and ending with the 
month before the month in which he dies. Although a person must 
file an application in order to be entitled, benefits are paid retro- 
actively to the month in which a fully insured person attained age 
85 if the application is filed not more than 12 months after that 
month. Thereafter each month’s delay in filing means the loss of one 
monthly benefit. An application for a benefit filed within the three- 
month period preceding the month in wliich the benefit is first pay- 
able is acceptable. . 

Approximately 6.5 million persons were already on the benefit rol^ 
when the new formula established by the 1954 amendments becam^ 
effective. The benefits of all those persons were raised, beginning 
September, 1954. Essentially that was done by applying the 1954 
formula to the average monthly wage on which the old benefits 
were based. But where the increase in benefits as so computed was 
less than $5, the old benefit was arbitrarily raised by $5. There is a 
“conversion table” in the Act which facilitated the determination of 
the benefit increases. For example: if the benefit under the old for- ' 
mula was $60.80, the new benefit became $66.30. The largest in- 
crease went to primary beneficiaries receiving $85, the maximum 
benefit before the amendments of 1954. Their benefit was raised to 
$98.50, an increase of $13.50. 

The conversion table is used to arrive at individual benefits first 
payable after August, 1954, in cases where no years can be dropped 
out in computing the average monthly wage, as when survivors 
qualify for benefits based on earnings of insured workers who died 
before September 1, 1954. It is used also to determine primary bene- 
fits for fully insured persons who attained age 65 before September 
1, 1954, but who do not apply for benefits until that date or later. 
Where an average monthly wage is less than $130, the 1954 formula 
may not yield as much as $5 more than the 1952 formula would 
have yielded. The conversion table is used to assure that increase. 
In these cases the 1952 formula— 55 percent of the first $100 and 15 
percent of the next $200— is used to compute the benefit to be con- 
verted. 

The system began January 1, 1937, and some workers have been 
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covered by it for many years. Insured workers who were 22 years 
old before 1951 and who acquired at least six quarters of coverage 
after 1950 may have their primary insurance amount based on earn- 
ings since 1936 rather than 1950, if that will yield them a higher 
benefit. The 1939 formula would then be appUed— 40 percent of the 
first $50, 10 percent of the next $200, and one percent of the total of 
these two sums for each year before 1951 in which they were paid 
at least $200 in covered wages. That benefit amount would then be 
raised by using the conversion table. If an insured person s primary 
benefit computed on earnings since 1936 amounted to $44, for ex- 
ample, it would be increased to $86.70. His benefit computed on 
earnings since 1950, using the 1952 formula, would have to be 
$76.10 to yield the same amount. 

The problem involved in making transitional adjustments when 
coverage and benefits are changed are complicated. Only an expert 
can find his way through the maze of legal terminology that must be 
used, as for example in determining benefits where neither the 
standard formula nor the conversion table is applicable. But these 
problems decrease in relative importance as time passes and the 
standard benefit formula becomes applicable to more and more of 
the insured and to their survivors. Most of those first awarded bene- 
fits after August, 1954, now have the amounts computed under the 
standard formula— using earnings after 1950, dropping out four or 
five years of low income, not counting time of permanent total dis- 
ability beginning July 1, 1955, 55 percent of the first $110 and 20 
percent of the remainder. That will be true for practically all bene- 
ficiaries in a few years, unless Congress again makes drastic changes 
in the system. 

Provision for Disability. Considerable pressure to establish a 
system of permanent total disability benefits has been exerted for 
many years. In 1952, Congress adopted an amendment to the Old- 
Age and Survivors Insurance law that would have “frozen” the sta- 
tus of persons permanently totally disabled, but it did so only to 
break a deadlock and with no serious intention of making it effec- 
tive at that time. The amendment was to become effective only if 
reenacted before July 1, 1953, Congress did not reenact that amend- 
ment in time to make it effective, but in 1954 it did provide for 
“freezing” the status of permanently totally disabled persons, effec- 
tive July 1, 1955. Only benefits payable after June 30, 1955, can re- 
flect the application of this provision. 

No month in any quarter is counted as time elapsed in determin- 
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ing insurance status or the average monthly wage if that quarter 
falls in a ‘period of disability'' and no income received in or cred- 
ited to any quarter included in a period of disability is counted in 
computing the average monthly wage, unless the quarter is also a 
quarter of coverage. In some cases enough income may have been 
received, or credited, in the initial or last quarters of a period of dis- 
ability to make them, or one of them, quarters of coverage. A special 
rule is applicable in case of farm workers. If assigning quarters of 
coverage to agricultural workers as provided when wages for the 
year are less than $400 results in failure to confer either fully or 
currently insured status, and if assigning diflFerent quarters woul^ 
give insured status, then they may be so assigned, even to quarter^ 
in a period of disability. \ 

Disability is defined to mean “(A) inability to engage in any sub-\ 
stantial gainful activity by reason of any medically determinable ! 
physical or mental impairment which can be expected to result in \ 
death or to be of long-continued and indefinite duration, or (B) 
blindness." Blindness, in turn, means “central visual acuity of 
5/200 or less in the better eye with the use of a correcting lense," 
An eye with a visual field reduced to five degrees concentric con- 
traction is considered as having visual acuity of 5/200 or less. There 
is no definition of what is meant by substantial gainful activity nor 
are general criteria laid down by which such activity is to be de- 
termined. Proof of disability as required must be supplied. But there 
is to be no federal interference with medical practice or doctor-pa- 
tient relationships, and there is to be no supervision or control over 
the administration or operation of any hospital. 

A “period of disability” means not less than six full consecutive 
calendar months of disability as defined above. It is measured in 
quarters, because the insured person's records are kept in terms of 
quarters. In order to qualify for a period of disability, an individual 
must meet two coverage requirements. He must be currently in- 
sured, i.e., have acquired at least six quarters of coverage in the 13- 
quarter period ending with the quarter in which the period of dis- 
ability begins. In addition to being currently insured, he must have 
acquired a minimum of 20 quarters of coverage in the 40-quarter 
period ending with the quarter in which the period of disability be- 
gins. If he cannot meet these two requirements he simply does not 
qualify for a period of disability. If he does have the necessary 
coverage and has filed an application for a disability determina- 
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tion (this must be filed while he is under the disability), his period 
of disability will begin either with the day the disability began or 
with the first day of the one-year period ending with tlie day before 
that on which the application was filed, whichever is later. A period 
of disability beginning after retirement age is disregarded. 

Assume, for example, that a person having the necessary coverage 
is permanently totally disabled on July 4, 1956. If the application 
for a disability determination is filed at any time before July 5 of 
the following year the period will begin on the date the disability 
occurred. But if the application is filed on say September 7, 1957, 
the disability period will begin on September 7, 1956. Prompt filing 
of the application by persons who meet all the other requirements 
means that the disability period wiU begin with the day the disa- 
bility began. 

Congress set July 1, 1955, as the date for the disability feature to 
become operative. Most persons who came into the system before 
the 1950 amendments extended the Act to include 10 million more 
persons, beginning January 1, 1951, could qualify under the 6-in-13 
and 20-in-40 requirements if already totally disabled on July 1, 1955. 
But many who were first brought into the system beginning in 1951 
could not. For 20 quarters would not have elapsed until January 1, 

1956. Special provision is made for them. Those persons under a 
total disability which began before July 1, 1956, were authorized to 
file an application at any time in the period January 1, 1955— June 30, 

1957. The disability must have continued without interruption to 
the date of filing and, because the effective date of the disability 
provision was set at July 1, 1955, applications of persons dying be- 
fore that date are not valid. 

Thus a person newly covered beginning January 1, 1951, who ac- 
quired 20 quarters of coverage in the five years 1951-1955, and who 
became permanently totally disabled before July 1, 1956, will have 
met all coverage requirements for a disability determination. His 
total disability would have to continue for six months before the 
Act’s definition of disability could be satisfied, which in the above 
example could at the earliest be December 31, 1956. If he files an 
application at any time before July 1, 1957, the beginning of his 
period of disability will be the day the disability began. Should the 
person fail to file his application until after June 30, 1957, the begin- 
ning of his disability period would be postponed. The postponement 
is in terms of quarters, because the entire quarter in a period of dis- 



88 


AMERICAN SOCIAL INSURANCE 


ability is omitted in computing benefits^ unless it is also a quarter 
of coverage. 

A period of disability ends when the disabled person attains re- 
tirement age or recovers from the disability. More precisely, it ends 
with the close of the last day of the first month in which either of 
these two events occurs. For a person reaching retirement age or 
recovering on, say August 13, the period of disability would end at 
the close of August 31. The entire quarter would be eliminated if 
it was not also a quarter of coverage. 

The determination of whether an applicant is under permanent 
total disability and the day on which it began and the day on which 
it ceases is to be made in each instance by state agencies pursuant 
to agreements made by the Secretary of Health, Education, and 
Welfare and the states willing to participate. The Act refers to the 
state agency administering a plan approved under the Vocational 
Rehabilitation Act, but any other appropriate agency may be used,'\^ 
such as the agency administering Federally subsidized aid to the' 
blind and the agency administering the state s workmen’s compen- 
sation law. Each of these has had experience in dealing with perma- 
nent and total disability. However, the Secretary is empowered, 
after reasonable notice and hearing, to review a state determination 
and to determine that an individual applicant deemed disabled by 
the state agency is in fact not disabled, or that the disability began 
on a date later or ceased on a date earlier than the one determined 
by the state agency. The Secretary is not empowered to determine 
that an individual is in fact disabled if the state agency has ruled 
that he is not, or that his disability began at an earlier date or 
ceased at a later date than the one determined by the agency. An 
applicant dissatisfied with the determination made in his case may 
appeal to the Secretary and beyond that to the Federal courts. In 
states where there is no agreement and in the case of individuals 
outside the United States, determinations are made by the Secre- 
tary. The expense of making disability determinations is borne by 
the Federal Old-Age and Survivors Insmrance system. Standards for 
the control of these expenses are not laid down in the law. 

Dependents^ and Survivors^ Benefits. These, then, are the con- 
ditions under which the primary benefit is paid and the basic 
methods used for computing the amount. The primary benefit is 
P^able only to fully insured persons who are at least ^ years old. 
A comprehensive set of benefits is provided for those who are de- 
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pendent upon retired insured persons and for those who survive 
them in case of death. The benefit amounts paid to the dependents 
and survivors of insured persons are all stated as fractions of the 
primary benefit. 

Wife's and Husbands Benefit. A woman whose husband is en- 
titled to a primary benefit, who is at least 65 years old, or if not 65 
has in her care a child of his entitled to a child's benefit, and who 
has filed application for it is entitled to a wife's benefit equal in 
amount to one-half her husband's primary benefit. The child's bene- 
fit and the conditions under which it is payable will be described 
below. The wife must have borne her husband a child or have been 
married to him at least three years immediately preceding her ap- 
plication, she must be living with or be receiving support from him 
when the application is filed, and she must not be entitled on her 
oWn account to a primary benefit greater than the wife's benefit. 
If she were so entitled, she would receive her primary benefit. The 
wife's benefit ceases when her husband dies, if they are divorced, if 
she dies, or when the youngest child is no longer entitled to a benefit 
if the wife is then not yet 65 years old. 

An insured woman's husband may receive a benefit, computed in 
the same manner as a wife's benefit. To qualify, he must be at least 
65, be dependent upon her for at least one-half of his support, and 
be the father of her child or have been married to her for at least 
three years. She must be entitled to a primary benefit, which means 
that she has attained age 65, is fully insured, and has applied for 
her benefit. But in addition she must also be currently insured, i.e., 
have met the 6-in-13 quarters of coverage requirement. Thus an 
extra burden is imposed on the woman whose husband is to receive 
a benefit based on her earnings. The husband's benefit is terminated 
under the same conditions as the wife's benefit is. 

Widow's and Widowers Benefit The widow of a man who died 
fully insured is entitled to a benefit equal in amount to three-fourths 
of his primary benefit if she has attained retirement age, i.e., 65, has 
not remarried, has filed an application unless she was entitled to a 
wife's or mother's benefit for the month before she attained retire- 
ment age, and was living with or being supported by him at the 
time of his death. To qualify as a widow, she must have borne him 
a child, or have adopted his child before it was 18 and while she was 
married to him, or have been married to him when they both 
adopted a child under 18, or have been married to him at least one 



90 


AMERICAN SOCIAL INSURANCE 


year before his death. The benefit is terminated if she remarries or 
becomes entitled to a primary benefit on her own account which is 
greater than her widow’s benefit. 

A widower may likewise receive a similar benefit under the same 
conditions, but only if his wife was both fully and currently insured 
and then only if he was dependent upon her for one-half or more of 
his support at the time of her death. 

Mother’s Benefit. A woman whose husband died either fully or 
currently insured, is entitled to a mother s benefit equal in amount 
to three-fourths of his primary benefit if she has in her care a child 
of his, by blood or adoption, who is entitled to a child’s benefit, pro-/ 
vided she is not entitled to a primary benefit equal to or greateil 
than the mother’s benefit, or to a widow’s benefit, and provided\ 
also that she has not remarried, was living with or being supported \ 
by him at the time of his death, and has filed an application for the 
benefit unless she was already entitled to a wife’s benefit. It termi- ^ 
nates when she no longer has in her care a child of his who is en- 
titled to a child’s benefit, when she remarries, when on her own 
account she becomes entitled to a primary benefit larger in amount 
than the mother’s benefit, or when she becomes entitled to a wid- 
ow’s benefit. She will have to attain age 65 before she is entitled to a 
widow’s benefit. For a number of years, then, after her youngest 
child is 18 and before she is 65, a widow is without any benefit. A 
“former wife divorced” of the same man is entitled to the benefit 
under the same conditions except that of cohabitation, but she must 
have been receiving at least one-half of her support from him, and 
the child in her care must also be hers as well as his, by blood or 
adoption. 

Childs Bertefit. Every child of a man or woman who is entitled 
to a primary benefit or who dies either fully or currently insured is 
entitled to a benefit if at the time the insured parent died or became 
entitled the child was under 18, unmarried, and dependent upon 
the insured parent. If the insured parent is living, a stepchild or an , 
adopted one qualifies for the benefit if it became such at least three 
years before its application is filed. If the insured parent is deceased 
an adopted child under 18 qualifies without regard to time of adop- 
tion, but a stepchild must have been a stepchild for at least one year 
before the insured’s death in order to qualify. 

If the insured parent is living and entitled to a primary benefit. 
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each child’s benefit is equal in amount to one-haU of the primary 
benefit. If the parent has died, the amount is computed differently. 
When only one child is entitled to a benefit, the amount is three- 
fourths of the primary benefit. If there are two or more children, the 
amount for each is one-half the primary benefit plus an additional 
amount equal to one-fourth of the primary benefit divided by the 
number of children. Thus if there are two children each one’s bene- 
fit will be equal to five-eighths of the primary benefit. 

A child is normally deemed dependent upon its father unless it is 
neither legitimate nor adopted, has been adopted by someone else, 
or was receiving more than one-half of its support from a step- 
father. If the benefit is based on the mother’s earnings, a child is 
deemed dependent upon its mother if she was currently insured at 
the time of her death. If she was not currently insured the child is 
nevertheless deemed dependent upon its mother if it was living with 
or being supported in part by her and not living with its father or 
receiving as much as one-half of its support from him. The child’s 
benefit ceases when it reaches 18, if it marries before 18, or if it is 
adopted by anyone except a stepparent, grandparent, aunt, or uncle 
after the insured’s death. 

Parenfa Benefit. There is also a benefit, equal in amount to 
three-fourths of the primary benefit, payable to each parent of an in- 
dividual who died fully insured and who was not survived by a 
widow, widower, or child entitled to a monthly benefit based on his 
earnings. But the parent must be at least 65 years old, must have 
been dependent upon the deceased for at least one-half of his sup- 
port, and must not have remarried since the deceased’s death. In 
order to qualify, a stepparent or adoptive parent must have become 
such before the deceased was 16 years of age. 

Death Benefit. On the death of every fully or currently insured 
person, a lump-sum payment is made to the surviving widow or 
widower, or if there is none, to the person or persons "equitably” 
entitled to it to the extent and in proportion to which that person 
or persons paid the deceased’s burial expenses. The amount is $255 
or three times the primary benefit amount, whichever is the smaller. 
A widow or widower entitled to a wife’s or husband’s benefit for the 
month preceding the insured’s death need not make application in 
order to be entitled to the lump-sum benefit. Otherwise application 
for it must be made within two years of the insured’s death. 



92 


AMEBICAN SOCIAL INSURANCE 


Limitations and Deductions. Each benefit described above is 
payable under the conditions specified in the Act, and the amount 
of each is computed in the manner described. But there are limita- 
tions on the total amount that will be paid when several benefits 
based on the income of one primary beneficiary or insured person 
are payable. Furthermore, under certain conditions, benefits which 
otherwise would be paid are withheld. 

Reductions. When two or more monthly benefits are payable on 
the basis of one insured person’s earnings, as for example an old-age, 
a wife’s, and a child’s benefit, the sum of the individual monthly 
benefits computed as explained above may be reduced. If the total 
is more than $50 and if it also exceeds 80 percent of the insured 
person’s average monthly wage, then the total will be reduced to 
^ percent of the average monthly wage or to one and one-hau 
times the insured person’s primary insurance amount, whichever ii^ 
the greater. But in no case will the total be reduced below $50\ 
Furthermore, if one or more of the beneficiaries is a child whose 
father and mother had died fully or currently insured, the total will 
not be reduced below 80 percent of the sum of the average monthly 
wages of both parents. However, if the total still exceeds $200 after 
this reduction is made, then the total will be reduced to $200. Thus 
no family can receive more than $200 a month on the basis of one 
insured person’s earnings. When a reduction in the total amount of 
benefits is necessary, each one is reduced proportionately, except 
that the primary benefit itself is never reduced. 

Assume, for example, that an insured man with an average 
monthly wage of $250 and a primary insurance amount of $88.50 
dies, leaving a widow and three children entitled to benefits. Her 
unreduced benefit will be $66.38 and each child’s unreduced benefit 
will be $51.63. The unreduced total for all will be $221.27. This ex- 
ceeds both 80 percent of the average monthly wage and one and 
one-half times the primary insurance amount, and it exceeds the 
absolute maximum of $200. It will have to be reduced to $200. Ten 
parts are involved: three fourths for the mother and seven fourAs 
for the children combined, and each part of the $21.27 is $2,126. 
Reducing the mother’s benefit by three parts leaves it at $60, and 
reducing the children’s benefits by seven parts leaves their total 
at $140. In most cases a single check for the maximum total amount 
allowed is issued. When the oldest child reaches 18, the benefits are 
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recomputed. The modier will receive $66.38 and ea«di child $55.31; 
this is less than any prescribed maximum and therefore they receive 
die full amount of dieir benefits for that combination of benefici- 
aries. When the second child is 18, the mother and the remaining 
child will each get $66.38. It should be noted here that when any re- 
duced benefit is not a multiple of ten cents, it is “rounded" by rais- 
ing it to the next higher multiple of ten cents, even though the 
specified maximum is thereby exceeded. That was not done in the 
example just given. When the third child reaches 18, all benefits 
cease. If the deceased husband was fully insured and if the mother 
meets the required conditions, she will become entided to a widow's 
benefit at age 65. 

Deductions. Beneficiaries under age 72 are permitted to earn as 
wages or self-employment income or both combined as much as 
$1200 a year without suffering any loss of their benefits. Earnings 
above $1200 must be reported to the Secretary of Health, Educa- 
tion, and Welfare, on or before the fifteenth day of the third month 
following the close of the tax year. They will be charged against the 
beneficiary at the rate of $80 per month, beginning with the last 
month of the year. The general rule is that the monthly benefit will 
be withheld (deducted) for every month charged with $80 or any 
fraction thereof. But there is a saving clause to the effect that noth- 
ing at all will be charged to any month in which the beneficiary 
did not actually earn more dian $80 or in which he did not render 
“substantial services” as a self-employed person, or for any month 
in which the beneficiary for some reason other than excess earnings 
was not eligible to receive the benefit. Methods and criteria for de- 
termining whether a beneficiary has rendered “substantial services” 
are prescribed by the Secretary. Before 1955, a beneficiary could 
earn any amount in wages and self-employment income in employ- 
ment not covered by the Old-Age and Survivors system. That cer- 
tainly was not compatible with the basic principle of a retirement 
system, and it resulted in some inequity as between beneficiaries. 
Now all earnings in the United States, whether in covered or un- 
covered employment, and in covered employment outside the United 
States are counted in determining whether benefits are to be denied. 
Beneficiaries working at least seven days in any month in noncovered 
employment outside the United States lose their benefit for that 
month irrespective of the amount of their earnings. 
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Suppose, for example, that a beneficiary under 72 entitled to a 
monthly benefit of $70 earns $3000 in a year. He is entitled to $1200 
a year in wages or self-employment income without penalty. The 
excess above $3000 is $1800. The beneficiary may therefore be 
charged with $80 for each of the 12 months. Anyone reporting earn- 
ings of more than $880 in excess of the $1200 base will be presumed 
to have received at least $80 in 11 months of the year and $80 or a 
fraction thereof in the twelfth. But if he produces evidence satisfac- 
tory to the Secretary that the $1800 was earned in say four months 
of the year, or if he is not a wage earner that he engaged in self- 
employment in only four months, then nothing will be charged to 
eight months in that year, and he will receive his benefit for those 
eight months. Wage reports from employers, book royalty statements 
from publishers to authors for works already published, and accept- 
able statements from partnerships to the effect that a beneficiary 
participated in profits without rendering services or participated 
only in specified months constitute evidence that might be satisfac- 
tory to the Secretary. Thus it is now possible for beneficiaries under 
72 to be employed full-time at high wages or self-employment in- 
come for a short period of time or steadily engaged throughout the 
year at low rates without losing any benefits. Beneficiaries who are 
72 or older may earn any amount and still receive their benefits, 
and they need not report excess earnings. 

When a primary beneficiary’s benefit for any month is deducted 
because the beneficiary’s earnings exceed the prescribed maximum, 
benefits otherwise payable to a wife, husband, or child based on the 
insured’s earnings are also deducted. If the primary beneficiary’s 
earnings do not exceed the prescribed maximum but those of any 
of his dependents do, then only the benefits of those dependents with 
earnings in excess of the maximum would be deducted. 

Failure to make timely reports of earnings above the $1200 base, 
unless for good cause, will lead to additional deductions. For the 
first failure to report the additional deduction will equal the amount 
of the last monthly benefit of the year. For the second failure it will 
be twice that amount, and three times that amount for the third 
failure. However, the number of additional deductions is not to ex- 
ceed the number of months in the year for which the beneficiary 
received and accepted benefits he should have forfeited for failing 
to report on time. The beneficiary will be required to file an estimate 
of self-employment earnings above $1200 in his tax year if there 
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is reason to suppose that the excess will be suflBcient to justify de- 
ductions. 

Veterans. Persons who served in the armed forces between 
September 16, 1940, and July 1, 1955, and who were discharged or 
released other than dishonorably after a minimum of 90 days of ac- 
tive duty, or were released with less than 90 days of service because 
of illness or injury incurred in or aggravated by that duty, are 
deemed to have been paid wages of $160, in addition to any cov- 
ered wages actually received, for each month during any part of 
which they were on active duty. This means that those on active 
duty acquire quarters of coverage which may be used to determine 
insurance status and also wage credits on which benefit amounts 
may be computed. They may be used also to determine whether the 
veteran satisfies the 6-in-13 and 20-in-40 coverage requirements in 
case of permanent total disability. Coverage and credits are not 
counted if the veteran or his dependents are receiving periodic pay- 
ments, or a lump-sum commutation of or substitute for them, based 
in whole or in part on that active duty, from any Federal agency 
or instrumentality other than the Veterans Administration. Credits 
for the military service may not be counted, for example, in com- 
puting both a civil service retirement benefit and an Old-Age and 
Survivors Insurance benefit. In case of death within three years 
immediately following separation from service, veterans of World 
War II were deemed to have been fully insured, thus making bene- 
fits available to their dependents. The entire cost is borne by the 
United States Government. However, because servicemen are gen- 
erally young, relatively few of them will benefit and the cost will 
not be great. 

Taxes. Federal Old-Age and Survivors benefits are financed by 
special taxes. Employers and their employees pay equally. Until 
1950, the rate was 1 percent for each. For 1950-1953 the rate was 
increased to IK percent; for 1954:-1959 it is set at 2 percent, for 
1960-1964 at 2K percent, for 1965-1969 at 3 percent, for 1970-1974 
at 3K percent, and 4 percent thereafter, unless changed by Con- 
gress. The rate for self-employed persons was set at 2K percent for 
1951-1953, and at 3, 3X, 4J2, 5K and 6 percent respectively for the 
succeeding periods. Thus the self-employed pay only 50 percent 
more than the tax levied on wage earners, or three-fourths of the 
combined total levied on employers and wage earners. 

Wages, for purposes of the Act, include cash payments and, ex- 
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cept as specified, also remuneration paid in any other mediiun. But 
amounts above $4200 for any individual in a year are not taxed; un- 
til 1951, the maximum was $3000, and then until the 1954 amend- 
ments it was $3600. Some payments made by employers to or on 
behalf of employees are not considered as wages. Employer con- 
tributions to private social security funds for the benefit of employ- 
ees and their dependents, and taxes levied on employees by the 
Federal Old-Age and Survivors law and under state unemployment 
insurance and workmen’s compensation laws, which are paid by the 
employer and not deducted from the employees’ wages, are not 
taxed. Likewise excluded are payments of wages or medical or hos- 
pitalization expenses to or on behalf of disabled employees afteff 
six months following the beginning of the disability, and wages and 
retirement benefits paid to retired employees who have attainec^ 
age 65 and who render no services to the employer. The value of\ 
payments in kind to farm workers and domestic servants is specifi- \ 
cally excluded; and wage payments of less than $50 in any quarter 
made to household, farm, and “home” workers, it will be recalled, 
are not counted. 

Self-employment income consists of net earnings, other than 
wages, derived from a trade or business and, with some exceptions, 
from a profession. But amounts above $4200 and incomes of less 
than $400 in any one year are not taxed. The law specifically ex- 
cludes any income derived from the rental of real estate, including 
income from personal property rented with real estate and rentals 
paid in crop shares, unless that income is received by real estate 
dealers in the course of their trade or business. Also excluded are 
dividends on corporation stocks, and interest on bonds or other 
evidences of indebtedness issued by corporations or governmental 
units, unless received by a dealer in securities in the course of his 
trade or business. Capital gains and losses are not counted in com- 
puting income. Not counted also are gains or losses resulting from 
the disposal of property not held primarily for sale to customers in 
the ordinary course of the trade or business. When an individual has 
both wages and self-employment income amounting to a combined 
total of more than $4200, only the difference between his wages and 
$4200 is taxable as self-employment income, and it is taxable even 
diough it amounts to less than $400. 

Special provision is made for farm operators. A farm operator re- 
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porting on a cash basis whose annual net earnings from the farm 
amount to at least $400 and whose gross farm income does not ex- 
ceed $1800 may return the actual amount of net earnings or 50 per- 
cent of the gross income. But if the gross income is more than $1800 
he may report either $900 as net earnings or the actual amount if it 
is greater or less than $900. 

The employer deducts the employee’s tax, adds his own, and 
sends the total to the Treasury quarterly. Amounts taxed are cred- 
ited to the insured person’s individual account, which is kept in 
Baltimore. Should any employee receive wages from two or more 
employers, each employer deducts the tax due on the wages he 
pays to that employee, but the employee may recover taxes deducted 
on more than a total of $4200 in one year. Neither employer in this 
case could recover any part of the tax on wages above a combined 
total of $4200. 

Self-employed persons receiving $400 or more net income in any 
taxable year fill out a social-security schedule in their annual in- 
come-tax return and pay the prescribed rate on their taxable net in- 
come. Self-employment income is credited in equal amounts to each 
quarter of the tax year. Thus a person with $400 of taxable self- 
employment income will get four quarters of coverage for the year, 
even though all the income has been earned in one quarter, or even 
in one month, except possibly when part of a disability period is in- 
cluded in that year. 

Under the law as it stood before the amendments of 1950, the 
Federal government was pledged to pay the difiEerence between the 
system’s revenues and expenditures, should a deficit develop. This 
was interpreted by many to mean acceptance of the principle that 
government contributions eventually would become a standard fea- 
ture of the system. However, the provision was dropped in the 1950 
amendments. The system is therefore strictly on its own, at least for 
the time being. 

The taxes on pay-roll and self-employment income are collected 
by the Bureau of Internal Revenue. All the money collected goes 
into the general revenue fund and not into a separate account. Con- 
gress then appropriates all the money received in taxes, penalties, 
and interest for the Old-Age and Survivors Insurance Trust Fund, 
which is managed by a Board of Trustees consisting of the Secretary 
of Labor, the Federal Security Administrator, and the Secretary of 
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the Treasury, who is the ‘‘managing trustee.” Benefits and expenses 
of operating the plan are paid from these funds. Whatever remains 
is invested in United States government obligations, either bonds 
already issued or new bonds especially issued for investment of 
these funds. Should it become necessary, the Secretary of the Treas- 
ury, as managing trustee, may sell bonds to secme current funds 
with which to pay benefits. Interest on government bonds acquired 
by the Trust Fund is added to the fund. 

To guard against the possibility of deficits or excessive surpluses, 
it is provided that the Board of Trustees must report to the Congress 
when it believes that during the next ensuing five fiscal years the 
Trust Fund will exceed three times the highest annual expenditures 
anticipated during that five-year period; it must also report when- 
ever it believes that the amount in the Trust Fund is “unduly” small^. 
Presumably the Congress would then act to correct the situatiod 
by changing rates or benefits or both, or by granting a subsidy if^ 
that were necessary. 

Reconsideration, Hearings, and Appeals. In a system as large 
and complicated as this one is, some disputes inevitably develop. 
Hence provision is made to handle such disputes. 

Any decision concerning wage credits or benefits may be recon- 
sidered if the person concerned so requests. Palpable errors, of 
which there are relatively few, can be corrected in this way. If the 
person concerned prefers, a hearing may be held, presided over by 
a referee provided by the system. Requests for hearings must be 
made in writing and must be made within six months after the 
original decision was rendered. 

Beyond the hearing, there is recourse to a review by the Appeals 
Council in Washington, D.C. This must be requested by the person 
concerned within 30 days after the referee's decision. The Appeals 
Council will review the record and will make its decision on the 
basis of that record. The Council is independent of the Bureau of 
Old-Age and Survivors Insurance, which administers the system of 
benefits. 

Appeal from decisions of the Appeals Council may be taken to 
the Federal courts. Such civil actions must be filed within 60 
days after the Appeals Council has mailed its decision, unless the 
Social Security Administration allows additional time. The decision 
of the United States Supreme Court, if the case goes that high, is 
final. 
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THE ORIGINAL SYSTEM 

The Old-Age insurance system established in the original Social 
Security Act of 1935 differed quite drastically from the one now in 
effect, which was established by amendments made in 1939, 1950, 
1952, and 1954. A brief description of the original system will indi- 
cate how drastic the changes were and how much more compre- 
hensive and adequate the present system is. 

Coverage. Employments and employees covered by the original 
act were substantially the same as in the present one, and need not 
be described here. One important difference is that persons 65 or 
over were not included in the original plan. Their wages were not 
taxed; if they had not qualified for a monthly benefit at age 65 they 
could not thereafter qualify; and those who did qualify could not 
increase their benefit amounts by continuing to work in covered 
employment. 

Benefits. Only one monthly benefit was provided in the original 
plan, payable to the insured worker who met all the conditions laid 
down for eligibility. Conditions for eligibility were simple and 
relatively easy to meet. It was required that there must have been 
employment in covered industries on at least five days, each day 
being in a different calendar year after December 31, 1936. Monthly 
benefits would have begun in 1942. The worker must have earned 
at least $2000 in covered employment after December 31, 1936, and 
before attaining age 65. He must also have reached age 65 and must 
have retired from regular employment. For each month after age 
65 in which an insured worker received wages in “regular ’ employ- 
ment, the benefit would not be payable. This went farther than the 
restriction in the present system. 

The amount of the monthly benefit was to be based on wages 
earned in covered employment, not counting amounts in excess of 
$3000 per year or amounts earned after age 65, and was to be deter- 
mined as follows. On the first $3000 of total covered wages, one-half 
of 1 percent would be paid; on amounts between $3000 and $45,000, 
one-twelfth of 1 percent; and on amounts above $45,000, one- 
twenty-fourth of 1 percent. Assuming, for example, that a worker 
had total covered wages of $100,000, then on the first $3000 he 
would receive $15; on the next $42,000 he would receive $35; on the 
remaining $55,000 he would receive $22.92; the total monthly bene- 
fit would be $72.92. 
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The law specified that no monthly benefit should exceed $85. This 
is the amoimt that would be yielded by total wages of $129,000, or 
$3000 per year for 43 years. The minimum would automatically be 
$10, since no one with less than a total of $2000 in covered wages 
would be eligible for a monthly benefit, and one-half of 1 percent 
of that amount is $10. 

For those who did not qualify for a monthly benefit, the law pro- 
vided that a lump sum equal to 3.5 percent of total taxable wages 
would be paid to them upon attaining age 65. If an insured person 
died before he reached age 65, or after age 65 and before he had 
received in monthly benefits at least 3.5 percent of his total coveieid 
wages, then his estate would receive an amount equal to 3.5 percent 
of total covered wages or the difference between what he hafl 
received in benefits and 3.5 percent of those wages. This guaranteeq 
to the worker a retmn of at least the entire amount he himself paid; 
into the system, accumulated at interest. Dependents of deceased^ 
workers had only the protection provided by the lump-sum payment 
made when their breadwinner died. Any excess above this 3.5 per- 
cent paid in monthly benefits would have come from the contribu- 
tions made by the employers. 

Taxes. The cost of the system was in a sense made a charge on 
the Federal government. Authority was granted to appropriate “an 
amount suflScient as an annual premium to provide for the payments 
required under this title,” the amount to be determined on a “reserve 
basis in accordance with accepted actuarial principles . . . and 
upon an interest rate of 3 percentum per annum compounded 
annually.” 

However, special pay-roll taxes were levied on employers and 
employees, and it was fully expected that the proceeds from these 
taxes would meet the entire cost of the system. For three years 
beginning with 1937, the rate was to be 1 percent on each, levied 
on wages not in excess of $3000 per year from any one employer, 
and for each three years thereafter it was to be raised one-half of 
1 percent until the total reached 3 percent on each, or 6 percent 
combined, in 1949. A lively controversy developed over the reserve 
that would have been built up. The Senate Committee on Finance 
estimated that by 1980 the reserve would be just under $47 billion. 
Fears concerning the effects of such a large accumulation on the 
economy and on Federal fiscal affairs were expressed by many. 
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Administration. The system was admiiiistered by the Social 
Security Board, the same three-man agency which administered 
the present system until it was replaced by the Social Security 
Administration. Taxes were collected by the Bureau of Internal 
Revenue, and reserve funds were invested in Federal obligations by 
die Secretary of the Treasury. 



CHAPTER FIVE 


THE FEDERAL OLD-AGE AND 
SURVIVORS INSURANCE 
SYSTEM: OPERATIONS 


The Federal Old-Age and Survivors Insurance system was estab- 
lished to assist as many as possible to live out their declining year^ 
on income received as a matter of right rather than as public or 
private relief. The extent to which it succeeds will be revealed in the 
figures showing its operations. The system is still in its infancy and 
will not reach maturity for many years. Yet operations to date will 
show what the present situation is and should also give a fair idea 
of developing patterns. It will be worth while therefore to review 
briefly some of the latest summary data available. 


COVERAGE 

It will be recalled that some employments are specifically ex- 
cluded from the system. In reviewing the figures showing the num- 
bers engaged in excluded employments, it should be remembered 
that many of those employments are included in other governmental 
retirement systems, notably the United States Civil Service, the 
Railroad Retirement, and teacher retirement systems. State and local 
governments also have retirement systems, as have many private 
employers. Furthermore, many persons in excluded employments 
have at one time or another been in covered employment and have 
acquired rights in the system. Indeed, some of them are on the Fed- 
eral Old-Age and Survivors Insurance system's benefit roll. 

Exclusions. Before the 1950 amendments, some 24 million work- 
ers were normally engaged in occupations specifically excluded 
from coverage. The largest single group consisted of approximately 
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12 million self-employed persons— one-half of the total. One-fourth 
were government workers, many of whom were covered by their 
own plans. The remainder were agricultural, household, and rail- 
road workers. The railroad workers have long had a system of their 
own. 

Many who clamored for and received exclusions when the system 
was first established sought coverage later.^ The earlier concern 
about collecting taxes and wage records from employers of house- 
hold and agricultural workers weakened, because most of those 
employers are accustomed to keeping records and making income- 
tax returns. Nearly 10 million were brought under coverage by the 
1950 amendments. Of those compulsorily included, there were 

4.750.000 self-employed, 850,000 agricultural workers, 1,000,000 
household employees, 250,000 Federal civilian employees not under 
any retirement system, 150,000 employees outside the United States, 

400.000 in Puerto Rico and the Virgin Islands, and 400,000 now con- 
sidered employees under a broader definition of the term. Voluntary 
coverage has been assumed for about 600,000 employees of nonprofit 
organizations and 1,500,000 state and local employees. 

Pressure for the expansion of coverage was eased only momen- 
tarily by the amendments of 1950. In 1954, Congress included farm 
operators and some self-employed professional persons as well. 
Clergymen, American employees of foreign subsidiaries of domestic 
corporations, and local and state employees already covered by a 
retirement system may now be included by election. The number 
now excluded and who are not in some other governmental system 
is practically negligible. 

Inclusions. Comprehensive data are available to show the num- 
bers of workers engaged in covered employments. 

Employers. Because they report wages and collect taxes, it will 
be worth while to indicate the number of employers making returns. 
Table 7 gives the number of tax returns made by employers since 
1937. The data do not give the exact number of diflFerent employers 
required to pay taxes, for some who have several establishments 
make separate returns for each establishment. However, the data do 
show that the number of taxable employers has consistently been 
large, roughly amounting to 4 million, and that the number in- 

1 Hearings on Social Security Legislation, before the House Committee on 
Ways and Means, 79th Congress, 2nd Sess., vol, 1, Old-Age and Survivors’ 
Insurance. 
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creased only slightly until the marked postwar expansion which be- 
gan in 1946. Before tliat, annual variations had been minor and were 
occasioned mostly by the coming and going of small employers. 
The marked increase recorded for 1951 reflects the new coverage 
resulting from the amendments of 1950. The numbers of employers 
reporting very likely will continue to increase slowly. 

Table 7. Federal Old-Age and Survivors Insurance: Estimated 
Number of Employers, Workers, and Taxable Wages, by Year, 

1937-1952 2 



Employers Report- 

Workers with 

Taxable Wages j 

Year 

ing Taxable Wages 
(Thousands) ® 

Taxable Wages 
(Thousands) 

Total 

(Millions) 

Average per 
Worker \ 

1937 

2421 

32,904 

$ 29,615 

$ 900 \ 

1938 

2239 

31,822 

26,502 

833 \ 

881 ' 

1939 

2366 

33,751 

29,745 



35,393 

32,974 

932 

1941 

2646 

40,976 

41,848 

1021 

1942 

2655 

46,363 

52,939 

1142 

1943 

2394 

47,656 

62,423 

1310 

1944 

2469 

46,296 

64,426 

1392 

1945 

2614 

46,392 

62,945 

1357 

1946 

3017 

48,845 

69,088 

1414 

1947 

3246 

48,908 

78,372 

1602 

1948 

3298 

49,018 

84,122 

81,808 

1716 

1949 

3316 

46,796 

1748 

1950* 

3340 

48,100 

87,498 

1819 

1951^ 

4440 

58,000 

120,100 

2071 

1952^ 

4430 

60,000 

128,000 

2133 


o Number corresponds to number of employer returns. A return may relate to more than one 
establishment if employer oi>erates several separate establishments but reports for concern as a 
whole. 

* Preliminary. 

Employees. The system began in 1937 with a coverage of nearly 
33 million employees. The number with taxable wages declined 
slightly during the business recession of 1938-1939, and then grew 
to a total of 47.7 million in 1943. That tremendous expansion was the 
result of the growth of war industries, in which millions who had 
never before worked in industry took jobs. A small sample study 
2 Soddl Security Bulletins. 
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ma<le during January 7-February 5, 1943, showed that about 41 per- 
cent of those entering the system were housewives, 29 percent 
schoolchildren, mostly boys, 8 percent urban self-employed, 8 per- 
cent government workers, 7 percent domestic help, 6 percent agri- 
cultural workers, and 1 percent retired persons.® In 1944, for the first 
time since 1938, there was a slight decline, which was a reflection 
of the growth of our armed forces and a slight decline in total em- 
ployment. But the upward trend was again resumed in the following 
year, reached 60 million in 1952, and it may be expected to continue 
over a long period of time, with perhaps minor reversals, until the 
nation’s working force becomes stabilized. 

Movement In and Out* There is considerable movement of 
workers into and out of the system. Of the nearly 33 million covered 
in 1937, about 5.6 million were not in covered employment in 1938 
and about 4 million of those on the 1938 list were not in covered em- 
ployment in 1937.^ In the six years 1937-1942, about 60 million 
different persons earned some wages in covered employment and 
paid their taxes. A sample study of those 60 million showed that only 
32 percent had worked in covered employment in each of the six 
years. In addition to these, 9.1 percent had worked in five of the six 
years. Only 9.7 percent had worked in each of four years, and 11 
percent in each of three years. Of the 60 million, 16 percent had 
worked in two of the six years, and 22 percent in only one year.® 

During 1943 a peak of 47.7 million different individuals worked in 
covered employment, but at any given time in that year there were 
never more than 31 million employed. The number of different in- 
dividuals employed in 1946 went up to 49.8 million and to 50 million 
in 1947. By the end of September 1946 a total of 86.2 million em- 
ployee accounts had been established, and there were 77 million 
living persons with account numbers, which amounted to 71 percent 
of the living population 14 years of age and over. Approximately 80 
percent of all employed persons in this country are in jobs covered 
by the system. 

There are many reasons for the movement into and out of the sys- 
tem. Most important for the years 1940-1946 was the great flow of 
workers into and out of defense and war industries. Also, many 
women normally work in industry and commerce for only short 

3 Social Security Bulletin, June 1943, pp. 50-52. 

4 Ibid,, December 1940, pp. 3-10. 

6 Ibid,, July 1944, pp. 37-38. 



106 AMERICAN SOCIAL INSURANCE 

periods of time before establishing homes. During any given period 
of years there would also be many young people just beginning their 
careers. Some work a few years for virages and then become em- 
ployees in noncovered employment or become employers or self- 
employed. And finally, retirement, death, and disability normally 
remove many from employment. 

Age, Race, and Sex. The percentage distribution of covered 
workers by age intervals for specified years is given in the following 
figures.® 


Age 

1940 

1942 

1944 

1946 

1951 

Under 20 

8.4 

13.3 

14.9 

10.3 

9.0 

20 - 29 

34.6 

29.7 

23.5 

29.4 

25.3 

30 - 39 

25.0 

23.9 

23.0 

23.4 

24.0 

40 - 49 

17.1 

17.1 

19.0 

16.6 

20.0 

SO - 59 

10.3 

10.9 

12.7 

11.4 

13.5 

60-69 

3.9 

4.4 

6.9* 

6.1 

6.8 

70 and over 

0.7 

0.7 

— 

1.7 

1.4 


• 65 and over. 

Nearly 87 percent of those covered in 1942 were 20 years of age 
or older, and the percentage was higher in 1946. The percentage of 
those under 20 increased appreciably during the war years, because 
many youngsters went into war work, some of them neglecting their 
schooling to do so. Many men between 20 and 40 years of age went 
into the armed forces, which explains the declines in percentages for 
these two age groups during the war years, and the continued em- 
ployment of large numbers of older workers accounts for their 
further decline in 1946. The other groups showed but little relative 
change, although there was a slight increase in the group 60-69 dur- 
ing the war years and a marked increase in postwar years. These 
percentage changes should be considered in connection with the 
absolute increase of many millions employed in covered industries. 
Thus although there was practically no relative change in those 70 
and over until after the war, there was an absolute increase of 77,- 
000. Our high birth rate will have a marked eflEect on percentage 
distributions in the near future. 

The age distributions of workers in the different industries vary 

^Ibid,, March 1945, p. 11; Social Security Yearbook, 1946; Analysis of 
Social Security System, Hearings before a subcommittee of the Committee on 
Ways and Means, House of Representatives, 83rd Congress, 1st Session, Ap- 
pendix I, p. 1089. 



OLD-AGE AND SURVIVORS INSURANCE: OPERATIONS 107 

quite considerably, as the following data for 1944 show J For men, 
the median age was highest, 46.7, in the broad industry division of 
finance, insurance, and real estate. Next came contract construction, 
where the median was 41.3 and mining, where it was 40.5. In manu- 
facturing it was 38.6, and in public utilities and trade it was 37.4. 
Service industries ranked next with 37.2. There was a wide range in 
major industry groups within these broad divisions. Real estate 
topped the list with a median age of 50.2, and recreation and related 
services was the lowest, with a median somewhat above 21. 

For women, the picture was quite diflFerent. Women workers are 
in general appreciably younger than men, approximately 10 years 
for all occupations. The median age for women was highest in the 
service industries, where it was 31.1. This was followed by contract 
construction, where it was 30.3, manufacturing with 29.8, and 
finance, insurance and real estate with 29.6. In mining, public utili- 
ties, and trade, the median age was approximately 27.5. The highest 
median age for women was in nonprofit membership organizations 
and institutions, where it was 35.5, and the lowest was in retail gen- 
eral merchandise, with 23.9. 

The year 1944 was not typical, for because of the war some indus- 
tries had expanded and others had contracted, the proportion of 
men and women from 20 to 34 was relatively low, and the propor- 
tions under 20 and over 35 were relatively high. Reconversion and 
demobilization have changed the distributions somewhat, as has the 
decline in the employment of older women since 1945. The data 
given here, however, are suggestive. 

A percentage distribution of covered employees by race and sex 
for the years 194(1-1942 is given below. The figures for whites in- 
clude all races other than Negro.® 


Race and Sex 

1940 

1941 

1942 

White male 

66.5 

65.5 

62.3 

White female 

26.6 

27.0 

29.3 

Negro male 

5.8 

6.3 

6.6 

Negro female 

1.1 

1.2 

1.8 


Until recently over 90 percent of those covered were whites. Ne- 
groes are for the most part employed in agricultural pursuits and 

7 See George H. Trafton, "Age Distribution of Workers in Industries Under 
Old-Age and Survivors Insurance," Social Security Bulletin, March 1947, pp. 
13-20. The figures given are estimates from a 1 percent sample. 

8 Social Security Bulletin, March 1945, p. 11. 



108 


AMERICAN SOCIAL INSURANCE 


domestic service, both of which were excluded from coverage. Dur- 
ing the war years, the percentages of females and Negroes covered 
increased, owing to expansion in employment and to the desperate 
need for additional man power. By 1942, the proportion of Negroes 
in covered employment was not much below the proportion of Ne- 
groes in the labor force. The amendments of 1950 and 1954, espe- 
cially by extending coverage to agriculture and domestic service, 
have largely, but not wholly, eliminated the disadvantage in cover- 
age sufFered by Negroes. Females, both white and colored, are en- 
tering covered employment in relatively larger numbers than males 
and will no doubt for some years constitute an increasingly large 
proportion of the workers in covered employment.® \ 

WAGES 

Benefits in the Old-Age and Survivors Insurance system are based\ 
on the amount of wages earned in covered employment. The level 
of covered wages and the movement of the level from year to year 
are therefore important. The proportion of covered wages and sal- 
aries to total wages and salaries gives a fair idea of the extent of ex- 
isting coverage. 

Total Covered Wages. Taxable wages increased 300 percent . 
from 1937 to 1952, going from $29.6 billion to $128 billion, as is 
shown in Table 7. Every year from 1939 through 1947, except 1945 
and 1950, showed an increase in the total. The marked yearly in- 
creases of approximately $9 billion in 1941, 1942, and 1943 were the 
result of defense and war employment, higher wage rates, and pen- 
alty overtime. Full employment and increasing wage rates charac- 
terized the years after 1945. Although the total number of persons in 
covered employment went down about 2.2 percent in 1944, and 
average weekly hours declined, total taxable wages continued to go 
up. The average taxable wage per worker rose from $900 in 1937 to 
$2133 in 1952 and increased every year from 1939 through 1952, 
except in 1945 for which year there was a slight decline. Both aver- 
age and total taxable wages went up in 1952 because of expanded 
coverage. 

The percentage of total pay roll in covered employment to all 
civilian wages and salaries increased from 68.4 in 1938 to 76.7 in 
1942, declined to 75.0 in 1945, and increased to 76.5 in 1946. For 
0 Ibid., April 1947, p. 33. 
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1952, the percentage reached 83.7. The small relative increase from 
1938 to 1942 is probably attributable to expanded employment and 
higher earnings in defense industries. The decline from 1942 to 1945 
is the result of greatly expanded employment in maritime transpor- 
tation and government, neither of which was covered by the system, 
as well as the decline of employment in covered industries in 1944 
and 1945. For 1946, all civilian wages and salaries amounted to 
$103.3 billion, and pay roll in covered employment increased almost 
$8 billion. Total covered pay roll in 1952 was $145 billion, the larg- 
est to that date. Expanded coverage and a growing labor force will 
no doubt bring still higher totals. 

Distribution by Wage Intervals. Annual totals show the gen- 
eral movement of wages in covered employment. Table 8, which 
shows the number and percentage distribution of workers and 
amounts received, by wage intervals for 1944, throws some light on 
differences in wages among covered workers. 


Table 8. Federal Old-Age and Survivors Insurance: Wages and 
Earnings of Covered Workers in 1944, by Wage Interval 


Wage Interval 

Workers 

Earnings 

Number 

(Thousands) 

Percentage 

Distribution 

Amount 

(Millions) 

Average per 
Worker 

Total 

46,296 

100.0 

$72,762 

$ 1,572 

$ 1-999 

20,428 

44.1 

7,197 

352 


10,908 

23.6 

15,731 

1,442 


7,822 

16.9 

19,021 

2,432 


4,483 

9.7 

15,260 

3,404 



4.5 

9,823 

4,700 

6,000-11,999 

448 

1.0 

3,222 

7,193 

12,000 or more 

117 

0.2 

2,508 

21,434 


More than 44 percent received less than $1000, the average being 
$352, and their total take was $7197 million, or just less than 10 per- 
cent of total earnings of covered workers that year. These were 
short-term or part-time workers, for wage rates in that year were 
sufficiently high to enable almost anyone fully employed to earn 
a very substantial income. Only 117,000, or two-tenths of 1 percent, 
received $12,000 or more, the average being $21,434, and their take 
10 Adapted from Social Security Bulletin^ May 1947, p. 26. 
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amounted to nearly 3.5 percent of total earnings. Those were mostly 
officers and executives of corporations. Those earning between $2000 
and $4000 constituted 26.6 percent of the total number and their 
take amounted to slightly more than 47 percent of total earnings of 
covered workers. 

Only the first $3000 of any worker’s wage or salary was taxed. 
When the system was first established, few workers received annual 
incomes of more than $3000 and few of those who did so received 
amounts appreciably higher than that. But price and wage levels 
have risen considerably since 1937. As a result, the $3000 m aximum 
was exceeded by a large proportion of covered employees and Was 
increased to $3600 in 1950 and to $4200 in 1954. i 

It was estimated that in 1937 only 3.1 percent of the workers m 
covered employment earned $3000 or more in taxable wages, while 
in 1944 the percentage was 15.4.'^ If only those who had earnings 
in aU four quarters of 1944 are considered, then 16 percent received 
less than $1000; 37.7 percent received from $1000 to $1999; 26.6 per- 
cent received from $2000 to $2999; and 24.7 percent received $3000 
or more.^2 More than a third, 36.2 percent, of the men were in the 
top bracket, but only 2.4 percent of the women. 

INSURED STATUS 

It will be recalled that only persons who are fully or currently in- 
sured and their dependents are entitled to benefits, and that widows 
and parents of persons only currently insured receive limited bene- 
fits or none at all. Not all of those covered by the system can meet 
one or both of those conditions. 

Total Insured. Table 9 shows the estimated numbers in millions 
who at the beginning of the specified years were either fully or cur- 
rently insured or both. 

There has always been a substantial proportion of workers with 
wage aredits who do not have insured status because they do not 
have the necessary quarters of coverage. Every year there are 
millions of new entrants, and millions of workers, especially women, 
do not stay in covered employment long enough to acquire an in- 
sured status. At the beginning of 1940, approximately 56.4 percent 
of all workers with wage credits, a total of 22.9 million, were either 

11 Ibid., May 1947, p. 26, Table 1. 

1* Ibid., Juty 1947, p. 19, Table 13. 
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fully or currently insured. The percentage then declined steadily 
until it reached 51.7 at the beginning of 1944, the decline being 
accounted for by marked increases in new entrants, especially in 
1941-1943, and withdrawals of insured persons into military service^ 
Thereafter the percentage increased, reaching 55.0 in 1945, and fell 
very slightly below that figure in the two years following. The 
marked increase in 1945 resulted partly from the return to covered 
employment of millions of demobilized servicemen who were al- 
ready insured, and partly from a decline in the employment of 
women. 

Table 9. Federal Old-Age and Survivors Insurance: Estimated 
Number of Living Persons Fully or Currently Insured, by Year, 
1940-1952 13 
(In Millions) 


Beginning of 
Calendar Year 

Total 

Insured 

Fully 

Insured 

Currently 
Insured Only 

Permanently 

Insured 

1940 

22.9 

22.9 


0.6 

1941 

24.9 

24.2 

6.7 


1942 

27.6 

25.8 

1.7 

1.4 

1943 

31.2 

28.1 

3.1 

1.8 

1944 

34.9 

29.9 

5.0 

2.2 

1945 

38.7 

31.8 

6.8 

2.7 

1946 

40.3 

33.8 

7.0 

3.3 

1947 

41.8 

35.4 

6.4 

8.6 

1948 

43.4 

37.3 

6.1 

11.6 

1949 

44.8 

38.9 

5.9 

13.2 

1950 

45.7 


5.6 

14.9 

1951 

59.6 

59.6 


20.9 

1952 

62,3 

62.3 

i 

22.6 


Fully Insured. Fully insured status is more diflScult to acquire 
than is currently insured status, but an overwhelming proportion of 
those having insured status are fully insured. In the early days of 
the system, nearly all who had insured status were fully insured, 
97.2 percent at the beginning of 1941. Older people could easily ac- 
quire the minimum of six quarters of coverage, and the one-in-two 
requirement was not difficult to meet until a substantial amount of 
time elapsed. But the proportion declined steadily thereafter until 
it reached 82.2 at the beginning of 1945. Here again, mobilization of 
insured workers and new entrants show their eflEect. But “time 
elapsed" was also showing its eflEects. The proportion fully insured 
Social Security Yearbooks. 
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increased again, reaching 83.9 in 1946 and 83.8 in 1947. At the be- 
ginning of 1952, a total of 62.3 million workers were fully insured, 
reflecting the "new start’’ which became effective in 1951. 

Currently and Permanently Insured. Relatively few of the 
covered workers are only currently insured, but the marked increase 
in number since 1941 indicates that many of the new workers re- 
mained in covered employment long enough to become currently 
insured. In 1946, the requirement for becoming currently insured 
was liberalized to include earnings in the quarter of death, and as a 
result more will qualify. The decline as of the beginning of 1947 is 
attributed to a shift from currently to fully insured status and a de- 
cline in the number of new entrants into covered employment. \ 
It has been estimated that on January 1, 1948, a total of 11.6 
million workers were "permanently” insured, that is, they had ac-\ 
cumulated either the required maximum of 40 quarters of coverage 
or one-half as many as the number of quarters elapsed since 1936 
and before age 65. Of the 36.8 million fully insured on January 1, 
1948, 32 percent were permanently insured. Most of them, 82.8 per- 
cent, were men. Approximately 7.7 million of these had 40 quarters 
of coverage. The others, born before 1892, had one quarter of cover- 
age for every two quarters elapsing since 1936 and before age 65. 
Because, since the "new start,” quarters of coverage acquired before 
1951 are counted against "time elapsed,” the number permanently 
insured has increased markedly, reaching 22.6 million in 1952. 

Table 10. Federal Old-Age and Survivors Insurance: Number of 
Monthly Benefits and Lump-Sum Death Payments Awarded, by 
Type of Benefit and by Year, 1940-1946, 1952 


Type of Monthly 

Benefit 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1952 

Total 

254,984 

269,286 

258,116 

262.865 

318,949 

462,463 

547,150 

1,052,303 

Primary 

132,335 

1 14,660 

99,622 

89,070 

110,097 

185, 174 1 

2.58,980 

.531,206 

Wife's 

34,555 

36.2131 

33.250 

31,916 

40,349 

63,0681 

88,515 

177,707 

Child's 1 

59.382 

75,619 1 

77.384 

85,019 

99,676 

127,5141 

114,875 

183,.345 

Widow’s 

4,600 

11,010 

14,774 

19,576 

24,759 

29,844 

38,823 

92,302 

Mother’s 

23,260 

30,502 

31,820 

35,420 

46,649 

55,108 

; 44,190 

64,875 

Parent’s 

852 

1,272 

1,266 

1,264 

1,419 

1,755 

1,767 

3,868 

Lump-sum death payments 

75,005 

117,303 

134,991 

103,011 

205,177 

247,012 

250.600 

304,863 


BENEFITS 

The heart of any social insurance system is naturally enough the 
benefit pattern. The Social Security Act of 1935 established a retire- 
14 Social Security Bulletins. 
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ment plan which provided only one benefit, payable to insured per- 
sons who qualified. But amendments made in 1939 established the 
existing comprehensive system which provides benefits to depend- 
ents and survivors as well. 

Benefits Awarded and in Force. Benefit payments were first 
made in 1940. Table 10, page 112, shows the number of awards made 
by types for the years 1940-1952. At the end of 1952, a grand total 
of 7,576,485 monthly benefits had been awarded, beginning with 
254,984 in 1940 and increasing to 1,052,303 in 1952. The total 
awarded annually showed little change until 1944. The number of 
primary and wife’s benefits awarded declined in 1942 and 1943 be- 
cause many older persons continued to work, for patriotic and finan- 
cial reasons, but with employment for older persons declining in 
1944 and subsequent years more of them received benefits, markedly 
so in 1945 and 1946. Each of the other benefits awarded except the 
parent’s increased fairly steadily every year, with minor exceptions, 
and notably the widow’s, which went up from 4600 for 1940 to 45,- 
284 for 1947. First awards to husbands and widowers, 3077 and 267 
respectively, are included in the 1951 totals for the wife’s and 
widow’s benefits. Awards of the parent’s benefit are insignificant in 
number, but the number awarded has increased since the condi- 
tions of eligibility were eased. Lump-sum benefits awarded also in- 
creased each year until 1947, reaching a total of 304,863 for the year 
1952. All benefits will continue to increase until the system reaches 
maturity and becomes stabilized. 

At any given time, the number of benefits in force is considerably 
greater than the number awarded that year, since it is a cumulative 
figure. Table 11, page 121, shows numbers of benefits on a “current- 
payment” status, which means actually being received, on diflFerent 
dates. Some benefits are in force, that is they have been awarded, 
but are not being received because the beneficiary is working in 
covered employment or for some other reason does not receive the 
monthly benefit. At the beginning of 1948, only 87.5 percent of the 
benefits in force were actually being paid.^® 

At the end of the first year’s operations, 222,448 monthly benefits 
were being received. The plan was just getting under way. Almost 
twice as many beneficiaries were cashing benefit checks at the end 
of 1941. War employment had a marked eflFect the next two years, 

15 Social Security Bulletin, March 1948, p. 25. Social Security Yearbook, 
1945, p. 47 gives data by years and types of l^efits for 1945, 
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eadb year the niunber increasing only about 150,000 over the pre* 
ceding year. Declining employment opportunities then increased 
the number appreciably, and by December 31, 1952, a total of 
5,025,549 beneficiaries, or apjwoximately twenty times as many as 
in 1940, were in a current-payment status. 

Table 11. Federal Old-Age and Survivors Insurance: Number of 
Monthly Benefits on a Current-Payment Status on December 31, by 
Type and Year, 1940-1946, 1952 is 


Type of Benefit 

1940 

1041 

1042 

1943 

1944 

1945 

1946 

1052| 

Total, all types 

222.488 

433,722 

508,342 

747,816 

954,881 

1.288.107 

1,642,299 

5,025, 5L9 

Primary 

112,331 

199,966 

260,129 


378,471 

518,234 


2.643,982 

Wife’s 

29,740 


76,634 

92,174 

115,636 

159,168 

215,984 

737,859 

Child’s 

64,648 


172,505 

229,230 

298,108 

300,134 

461,756 

038.7^ 

Widow’s 

4,437 

14,963 

28,631 

46,133 


93,781 

127,046 

454,568 

Mother’s 

20,409 

42,339 

57,435 

70,171 

89.927 

120,681 

128.410 

228,984 

Parent’s 

824 

1,984 


3,947 

4,933 

6,209 

7.398 

21,460^ 


A substantial percentage of the benefits in force are withheld for 
one reason or another. As of December 31, 1947, a total of 281,304 
benefits, amounting to slightly more than $6 million monthly, were 
being withheld.i^ Employment of the beneficiary was the reason for 
withholding the benefit in almost 82 percent of the cases, and em- 
ployment of the primary beneficiary on whose wages a dependent 
or survivor benefit was based was the reason in an additional 15 per- 
cent. Roughly one in three of the mother s benefits in force was be- 
ing withheld because the mother was working in covered employ- 
ment. 

The proportion of each type of benefit withheld to all benefits of 
that type in force on December 31, 1947, was as follows: 


Primary 

18.1 

Wifes 

14.5 

Child’s 

5.9 

Widow’s 

1.7 

Mother’s 

35.2 

Parent’s 

1.1 


There have been marked changes in the proportions which each 
the various benefits bears to the total monthly awarded. These 
are shown in Table 12, page 115. 

Primary benefits constituted a steadily declining proportion of 

1* Social Security Yearbooks. 

Social Security BuOetin, Mardh 1948, p. 25. 
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the total through 1944, going from 50.49 to 39.63, largely because 
older persons continued in employment during the critical war 
years. As older people left war industry, the proportion began to in- 
crease, reaching 52.03 percent of the total at the end of 1951. 


Table 12. Federal Old-Age and Survivors Insurance: Percentage 
Which Monthly Benefits and Lump-Sum Payments Bear to Total 
Benefits Awarded, at End of Year, 1940-1946, 1951 


Type of Benefit 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

1951 

Total® 

100 00 

100.00 

100.00 

100.00 

100.00 

100 00 

100.00 

100.00 

Primary 

50.40 

46.10 

43.47 

40.94 

39.63 

40.23 

42.73 

52.03 

Wife’s 

13.37 

13.16 

12.81 

12 33 

12.11 

12.36 

13.15 

14.77 

Child’s 

24.56 

27.07 

28.83 

80.66 

31.22 

30.29 

28.12 

19.33 

Widow’s 

200 

3.45 

4.79 

6.17 

7.10 

7.28 

7 73 

8.78 

Mother’s 

9.21 

9.76 

9S0 

9.38 

9.42 

9.36 

7.82 

4.65 

Parent’s 

0.37 

0.46 

0.50 

0.53 

0.52 

0.48 I 

0.45 

0.44 

Lump-sum death 
payments ^ 

29.45 

43.56 

52.30 

62.01 

64.33 

53.41 

45.82 

32.24 


« Does not include number of lump-sum death payments. 

* Ratio of lump-sum death payments to total monthly benefits awarded in year. 


The number receiving primary benefits, i.e., in a current-payment 
status, is much smaller than the number who are 65 and fully in- 
sured and therefore “eligible,” or the number of those eligible who 
have filed apphcations and are therefore “entitled” to the benefit. At 
the end of 1945, the number eligible for primary benefits was 1,425,- 
000, of whom 43 percent were entitled to the benefit. But only 36 
percent of those eligible were actually receiving the benefit, which 
was a substantial increase from the 29 percent in 1941. At the be- 
ginning of 1952, the number of persons ehgible for primary benefits 
was 3,350,000; the number receiving them was 2,278,000, or 68 per- 
cent, an appreciable increase over the preceding year.^® 

The wife’s benefit declined from 13.37 percent of the total in 
1940 to 12.11 percent in 1944, and then began to move upward, 
reaching 13.15 at the end of 1946. Here again, defense and war em- 
ployment by eligible males caused the decline. Postwar retirements 
resulted in a reversal of the trend. The gradual maturing of the sys- 
tem is also a factor, as it is for the primary and widow’s benefits, but 
the effect of this was obscured by war conditions. The widow’s ben- 
efit shows steadily increasing percentages through 1946. The benefit 
for mothers shows small erratic fluctuations until 1946, when substan- 
tial declines were registered. There was an actual decline of approxi- 

1® Ihid^ September 1952, p. 34 
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mately 11,000 in the mothers benefits awarded in 1946. Reduced 
death rates in militaiy service account in part for the decline. 

The child’s benefit also increased percentage-wise through 1944 
and then declined. Here also there was an absolute decrease, of 
12,639 in 1946. Parent’s benefits increased substantially in percent- 
age after the first year’s operations, but leveled off until a decline 
set in, in 1945, which was only temporarily reversed in 1947, when 
eligibility conditions were eased. They constitute an insignificant 
proportion of the total. 

T^e ratio of lump-sum death payments to total monthly benefits 
awarded steadily increased through 1944, partly because there w^s 
an increase in the overall mortality rate, from 5.2 per 1000 insured 
workers in 1940 to 7.1 per 1000 in 1944, occasioned by war deaths 
partly because other benefits increased more slowly, and partly beA 
cause of greater public awareness of benefit rights. The decline' 
subsequent to 1944 reflects declining death rates among the insured 
and also relatively large increases in monthly benefits awarded. 

In nearly all of these movements, the rate of movement up and 
down, except for the transitional year of 1946, is declining, which 
suggests that the process of stabilization has probably set in. 

Size of Benefits. The number of benefits shows how many 
different persons enjoy some protection under the system. But the 
size of the monthly payment received indicates how far the system 
is succeeding in meeting the basic needs of its beneficiaries. Table 
13 shows average monthly benefits by types and for specified peri- 
ods, Although these are “average” and not “median” benefits, it is 
substantially true that half of the beneficiaries get more and half 
get less than the averages shown here. 

Table 13, Federal Old-Age and Survivors Insurance: Average 

Size of Monthly Benefits in Force, by Type, as of Specified Dates 


In Force as of End of 

Type of Benefit Jan.-Dec, Dec. Dec. Dec, Dec. 

1940 1942 1944 1946 1952 


Primary 

$22.71 

$22.96 

$23.58 

-$24.63 

$49.25 

Wife’s 

12,15 

12.22 

12.52 

13.00 

26.01 

Oidd’s 

12.20 

12.20 

12.36 

12.55 

31.30 

Widow’s 

20.36 

20.17 

20.16 

20.20 

40.67 

Mother’s 

19.60 

19.55 

19.81 

20.07 

36.13 

Parent’s 

13.09 

13.04 

13.07 

13.14 

41.33 


Social Security Bulletins, 
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The average primary benefit in force, which is the highest of 
them all, was only $24.63 at the end of 1946 and had increased but 
slightly in seven years of operation. The e3q>lanation for this is 
simple enough. Benefits are based on wages received. Wages before 
the war were low. Workers who retired on benefits before the war 
continue on the rolls and their benefits are not increased. Wartime 
wage increases spread over the prewar years did not substantially 
increase the average monthly wage of workers recently retired. 
Most of the increase in wages yielded only 10 percent in benefits, 
and increases above $3000 yielded nothing whatosoever. 

The effect on amount of monthly benefits of the 1950 amend-^ 
ments, which made possible higher average monthly wages and 
provided more liberal formulas, is shown in Table 13. Comparison 
of the amounts being paid in December 1952 with those for De- 
cember 1946, the latter being only slightly lower than those re- 
ported for December 1949, shows the extent of the increase. 

The average monthly retirement benefit being paid in December 
of 1951 was $42.14, as compared with an average of $26 for Decem- 
ber 1949, an increase of nearly 75 percent. On the average, retired 
persons 75 and older received higher benefits than those under 75. 
In 1952, the formula was again changed so as to increase the benefit 
by approximately $5 monthly. The average primary benefit being 
paid to retired persons at the end of 1952 was $49.25, somewhat 
more than half the statutory maximum of $85. 

The child’s benefit of $31.30 shown for December 1952 is the 
average paid to children of deceased persons. It will be recalled 
that when there is only one child of a deceased insured, the bene- 
fit is equal to three-fourths of the primary benefit amount; and 
when there are two or more it is one-half the primary benefit 
amount plus one-fourth divided by the number of ^children. This 
liberalized formula, together with the Increase in the primary bene- 
fit amount, accounts for the markedly greater benefit paid to these 
children. The average monthly amount paid to children of retired 
persons, whose rate is 50 percent of the primary benefit amount, 
was only $14.67 for December of 1952. There were 74,688 children 
of retired persons on the rolls, as compared with 864,063 children 
of deceased persons. An even greater increase was made in the 
parent s benefit, which is now three-fourths of the primary benefit 
amount. 

The wife’s benefit has increased greatly. But the rate at which it 
has grown was only slightly more than half that of the growth in the 
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prunary benefit This suggests that during the d^oise and ma pe- 
riod, xoanied persons were less prone than others to move into areas 
paying higher wages. 

Most benefits, it will be nc^d, showed very little change until 
195L Hiis was to be expected, for the insured pwsons on whose 
wages the benefits were based either died before large war-industry 
earnings were available or, being beads of families, tended to re- 
main in their old jobs. 


Family Benefits. The purpose of the wife’s and sru^dvor bene- 
fits is to make it possible for retired couples and widows widi de- 
pendent children to live as families. Some data on combined bene- 
fits are available. The figures are national averages and for average 
families. There are important variations as between different 
gions, and as between different sized families. 

Average combined benefits are low. Approximately 70 percent ot 
total benefits go to families or groups, mostly to husbands and wives' 
or to mothers and children. The benefit income of any family group 
thus depends upon how many benefits it receives and their amounts. 
The following figures, as of the end of 1952, show average com- 
bined family benefits.^^* 


Primaiy and wife 

$ 81.60 

Worker and 1 child 

74.20 

Worker and 2 or more children 

79.30 

Widowed mother and 1 child 

87.50 

Widowed mother and 2 children 

106.00 

Widowed mother and 3 or more children 

101.30 

Two children 

59.90 

Three children 

85.60 

Four or more children 

89.30 

Two aged parents 

80.40 


The scale of benefits wsts raised appreciably in 1950 and again in 
1954, and those increases were sorely needed. Even so, no one 
would smiously contend that they are now adequate for the needs 
of those families. Yet it must be remembered that were it not for this 
system of benefits, most of the families concerned would have even 
1^ and many would be receiving some charit^ or more than th^ 
are now receiving. Furdiermore, it was never intended that diis sys- 
Imn provide the entire income needed by retired persmis and sur- 
vivors. 

>0 Social Security BvSetkt, September 1853, p. 41. 
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Ctaher brnnae. Hie Federal Old-Age and Survivors Insuiaace 
sfsltem was designed to provide a basic minimum cash income to its 
beneficiaries. Its benefit amounts do no more than that, and supple- 
mentaiy income is needed by most benefidaiies. Until recendy v^ 
little was knoum about the total mon^ income received by bene- 
ficiaries of the system, and information on the subject is still scanty. 
A recent sample survey on a national scale of beneficiaries who le- 
cdved payments in all twelve months of the survey year throws 
smne light on incomes.^^ 

Table 14. Percent of Beneficiary Groups with Specified Amounts 
of Axmual Money Income, National Beneficiary Survey, 1951 ■ 


Percent with Total Annual 
Money Income of 


Type of Beneficiary Croup 

Less Than 
$600 per 
Person 

$900 or 
More per 
Person 

$1200 or 
More per 
Person 

All groups combined 

37 

36 

20 

1-person groups: 

Old-age beneficiary: 

Nonmarried men 

27 

41 

25 

Nonmarried women 

39 

33 

17 

Aged-widow beneficiary 

50 

29 

15 

2-person groups: 

Married men: 

Wife entitled 

39 

32 

15 

Wife not entided 

40 

37 

22 

Married women, no bus- 

band’s benefit 

24 

50 

36 


It is dear from the data in Table ‘$4 that many old-age benefici- 
aries have small total annual cash incomes. Including iheir old-age 
insurance benefits, more than one-third of those in the sample sur- 
veyed had less than $600 for the entire year, and only slighdy more 
than one-third had $900 or more. Only 20 percent had $1200 mr 
mmre. The median total income for men primary beneficiaries was 
$1137, for women $830, and for aged widows $609. Married 
ai^ women whose spouses were not also entitled to a benefit had 
tin larged total cash incmnes. 

SI Ibid,, August IfiSZ, 3-6i .June 1953, ]^. 11-18. 
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For some of these -beneficiaries, approximately 15.5 percent, the 
monthly old-age insurance check was their only cash income, and 
about as many more had less than $150 additional income for the 
year. Approximately 50 percent of die aged widows had nothing 
but their check or had less than $150. For those having more than 
their benefits, the “other income” median for men was $609, for 
women $497, and for aged widows $322. Fewer than one-half of 
the beneficiaries, roughly 46 percent, had any permanent retirement 
income other than their old-age insurance, such as employer, union, 
or veterans’ pensions, private annuities, and interest and dividends. 
About one-fourth of the men, one-fifth of the women, and one-eightU 
of the aged widows earned some money in covered and uncovered 
employment, but in most cases the amounts were smaU. 

It should be added that a substantial proportion of them had 
other sources of support. Nearly half of the beneficiaries, 46 percent, 
owned their own homes, and this was true of nearly two-lhirds of 
the married beneficiaries, although some of the homes were mort- 
gaged. Some of the single or widowed lived with relatives. Even so, 
some of them found it necessary at times to seek public assistance 
to supplement their other resources. It should be noted that bene- 
fit rates were increased slightly after the survey was made and that 
the maximum amount that can be earned without losing the benefit 
was also increased. 

Benefits to Survivors of Deceased World War 11 Veterans. It 

will be recalled that in 1946 the Congress made provision for pay- 
ing benefits to the survivors of veterans of World War II. The first 
of these payments were made in September of 1946. During the last 
four months of that year, monthly benefits were paid to 1770 wid- 
ows, orphans, and parents of 740 deceased veterans in accordance 
with die provisions of the 1946 Act. These were “initial entide- 
ments,” and did not include some awards originally made in accord- 
ance with the regular provisions of the Old-Age and Survivors In- 
surance plan and which were later recomputed under the veterans’ 
{HTOvisions in order to allow higher benefits.^^ 

Of these 1770 beneficiaries, 508 were widows, 1181 were children, 
and 81 were patents. The average primary benefit amoimt was 
$32.67. Widows widi one or more diildren received an average 
mcmdily benefit amount of $49.30, families with one or more el:^- 


ss Social Security Yearbook, 1946, p. 19, Table 29. 
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dren received $40.06 vi^here the veterans were married and $28.77 
where the veterans were single, widowed, divorced, or of unknown 
marital status, and parents, one or more, received $19.11. 

Benefits were not payable to 1020 survivors of 438 of these veter- 
ans under the regular system, and they would therefore not have 
been paid except for the amendment. As would be expected, the 
average primary benefit amount of these veterans was slightly 
lower, $3^07, than that of those who were also insured in the regu- 
lar system, $33.54. In the cases of veterans regularly insured, the av- 
erage primary benefit amount was increased $10.28 by the provi- 
sions of the veterans’ act. 

Lnmp-sum funeral benefits were paid to the survivors of 2854 
deceased veterans under this program, and the average amount was 
$102.39. These benefits would not have been paid in 1905 cases had 
it not been for this law. For those who were regularly insured, the 
average lump-sum payment was increased by $12.35 as a result of 
the special act. 

Altogether, a total of $202,700 was certified for payment of 
monthly benefits and $461,700 for lump-sum payments in the last 
four months of 1946. The effects of this special legislation .will con- 
tinue to be felt for many yeeurs. 

Termination of Benefits. Every year thousands of baiefits are 
terminated in accordance with the provisions of the law. In 1946, 
for example, there was a total of 147,949 terminations, involving 
mondily payments amounting to $2,709,748.®® Of these, 62,304, or 
42.1 percent of the total, were terminated because of the benefici- 
ary’s death, and 15,507, or 10.5 percent, because of a husband’s 
death. The wife’s benefit, it will be recalled, is terminated when her 
husband dies and she then becomes eligible for a widow’s benefit. 
Marriage, remarriage, divorce, or ||^ption of the beneficiary ac- 
counted for termination in 18,249, or 12.3 percent, of the cases. A 
total of 37,611 child beneficiaries attained age 18 and die tarmina- 
don of their benefits accounted for 25.4 percent of the cases. There 
were 12,977 cases, or 8.8 percent of die total, where the last entided 
child attained 18 years and the widow’s current benefit had to be 
terminated. In only 438 cases were benefits terminated because the 
beneficiary became entided to another equal or larger benefit A 
total of 245 benefits were tmninated for other reasons. 


88 ibid^ p. 16. 
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ADMINISTRATION 


The original Social Security Act oi 1935 established the Social 
Security Board, consisting of '^ee members appointed by the Presi- 
dent, to administer the various programs undertaken. By far the 
largest of toese programs was the Old-Age and Survivors Insurance 
system. A Bureau of Old-Age and Survivors Insurance was estab- 
lished by the Board. 

President Truman’s Reorganization Plan No. 2, which became 
effective July 16, 1946, abolished the three-man Social Securit 
Board and placed all of its functions, together with many others, 
a Federal Security Agency. Within the Federal Security Agenc 
diere is the Social Security Administration, headed by a Commis-\ 
sioner of Social Security. That Administration exercises all of the\ 
functions formerly exercised by the Social Security Board. The So- ' 
dal Security Administration is now a part of the Department of 
Health, Education, and Welfare. 


The Bureau. The Bureau of Old-Age and Survivors Insurance, 
which was continued in the Social Security Administration, admin- 
isters Old-Age and Survivors Insurance. Tax returns collected by 
the Bureau of Internal Revenue from employers and self-employed 
persons are transmitted to the Bureau. Wage and self-employment 
inpome items reported are credited to the individual accounts in the 
Baltimore ofSce, and in the fiscal year 1951-1952 more than 225 mil- 
lion of them were posted to some 85 million individual accounts. 
Ibe Bureau throu^ its field ofSces passes on claims for benefits, 
detmnines the amounts due, and makes proper certifications to the 
Secretaiy of the Treasury, who issues the individual checks. It in- 
vestigates and makes original determinations on appeals from dis- 
sitisfied claimants. And it performs the simple police function of in- 
vestigating violations of the Act by claimants. There is an Appeals 
Council, to be described below, which is altogether independent of 
rite Bureau and reports directly to the Social Security Administra- 
te, - 

A Director heads the Bureau. There are six area ofSces, 570 fidd 
90 ofiBdal stations, and approximately 2800 itinerant stations 
to serve claimants and beneficiaries. The field organization' has 
steadriy grown in size, while rite departmental, i.e., mnployees to 
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Washington, has for years been diminishmg in size. The fiscal yeffir 
1945-19^ was the first in which there were more employees in the 
fidd than in the departmental organization. 

Ihe total cost of administering the system, including the cost in- 
curred by the Bureau of Internal Revenue in collecting contribu- 
tions and the cost to the Treasury Department of administering the 
Trust fund, has steadily increased as coverage has been expanded, 
new benefits added, and changes in eligibility requirements and 
benefit formulas made. For the fiscal year ending in 1953 it 
amounted to $89.4 million. This was approximately 2.2 pmrcent of 
the $4.1 billion of contributions and transfer income for that year. 
Hid ratio of administrative costs to receipts will tend to decline as 
contribution rates go up. Administrative expenses amounted to ap- 
proximately 3.3 percent of the $2.6 billion paid out in benefits. ^- 
cent changes in coverage, benefit amounts, and conditions of eligi- 
bility will increase costs still more. Although costs have been in- 
creasing, they do not appear to be excessive. 

Administrative expenses were paid by the Federal government 
imtil die system was well under way. Beginning with the fiscal year 
1939-1940 they have been paid out of the system’s own receipts. 

Appeals. The original law did not require that dissatisfied 
claimants be given a hearing, but in 1939 the Act was amended to 
provide that right, and appeals procedures and machinery have 
been established.^* During the fiscal year 1946-1947, requests for 
hearings were filed in 1658 cases, hearings were completed in 1519 
cases, and referees disposed of 1500 cases. 

From 6 to 9 percent of all claims filed are disaUowed, and in no 
year dirough 1945 were requests for bearings on disallowed claims 
in excess of 3 percent The high of 3 percent was reached in 1941 
and it then declined to 1.7 percent Jn 1945. During this same period 
of years, die percentage of total claims disallowed rose from 6.3 in 
1941 to 8.0 in 1945. Benefit adjudications have been almost univer- 
salty acceptable, the number of claimants disagreeing with them 
being "ruA more than 1 percent in any year and only one-sevendi oi 
1 percent in 1944-45.” In two-thirds of the cases heard, no change 
is made in initial determinations. 

Most of. the appeals, approximate^ three-fouilhs, involve dis- 

S* Ernest R. Burton, *Tlie ^^meals System In Old-Age and Survivors In- 
■onaoe,*' Sooiai Security BuOsNn, jufy 1946, pp. 4-10. 
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aflowed claims. A few are made because the claimant believes that 
the size of his monthly benefit or lump-sum award is too small. 
Normally not many appeals result from suspension of benefit pay- 
ments, but during the war years the number was disproportionately 
high, and in 1944-1945 these appeals amounted to 26 percent of the 
total, which was twice as high as in any previous year. Even so, 
suspoasion appeals in 1945 were taken in less than one-fourth of 1 
percent of the suspensions made. 

Appeals are first considered in hearings held by hearing referees. 
Hiere are 12 regional hearing referees, with a consulting referee to 
give them legal advice, and they have technical and clerical assist- 
ants. Hearings are held locally in such places as post ofiBces, court- 
rooms, city halls or other public buildings, and sometimes in the 
residences of appellants. Testimony taken is recorded by a reporten 
who accompanies the referee. Cases are usually disposed of within' 
six weeks after they are initiated. 

Appeal from the hearing referee’s decision may be taken to the 
Appeals Council, a three-member body which sits in Washington, 
D.C. The Council is independent of the Bureau which administers 
the Old-Age and Survivors Insurance program and is directly re- 
sponsible to the Social Security Commissioner. Few cases are ap- 
pealed to the Council, and those appeals are generally disposed of 
within four weeks. 

There is provision for judicial review of decisions made by the 
Appeals Council. Civil actions may be initiated in United States 
district courts. A total of 42 such actions, involving nearly all possi- 
ble issues, were begun between July 1, 1940, and through Decem- 
ber 31, 1945, involving claims of 70 individuals. Final court deci- 
sions were rendered in 74 cases through June 30, 1950, and in all but 
23 the decision of the Appeals Council was upheld, and some of 
diose cases involved fine legal points on which opinion was divided. 
As of June 30, 1950, there were 27 civil actions pending in the 
courts. In 12 of the 16 cases decided during the fiscal year, the Ad- 
ministration was upheld. 


FINANCIAL OPERATIONS 

Money to pay benefits and operating costs is secured from pay- 
roll taxes on covered wages, employers and employees paying equal 
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rates. Table 15 summarizes the financial aspects of the program. 

Income. Receipts, including taxes, interest, and penalties, from 
the beginning of 1937 through Jtme 1953 amounted to a grand total 
of about $26 billion. Hie annual income is now running at approxi- 
mately $4.5 billion. The marked increase in revenue wldch occurred 
in 1950-1951 refiects primarily the higher tax rate which became ef- 
fective then, but also the higher maximum taxable wage establidied 
and the broadened coverage. Further marked increases will occur 
if the tax rate is raised as was planned, and moderate increases will 
occur with still more expanded coverage. 


Table 15. Status of Old-Age and Survivors Insurance Trust Fund, 
by Fiscal Year, 1936-1953 
(In Thousands) 


Fiscal 

Year 

Receipts 

Expenditures 

Assets at 
End of 
Period 

Total 

Taxes 

Interest 

Re- 

ceived® 

Benefits 

Adminis- 

trative 

Expenses^ 

1936-1937 

$ 267,262 

$ 265,000 

$ 2,262 

$ 27 


$ 267,235 

1937-1938 

402,412 

387,000 

15,412 

5,404 


777,243 

1938-1939 

529,951 

603,000 

26,951 

13,892 


1,180,302 

1939-1940 

592,489 

650,000 

42,489 

15,805 

$12,288 

1,744,698 

1940-1941 

744,099 

688,141 

55,958 

64,342 

26,840 

2,397,616 

1941-1942 

966,626 

895,619 

71,007 

110,281 

26,766 

3,227,194 

1942-1943 

1,217,898 

1,130,495 

87,403 

149,304 

27,492 

4,268,296 

1943-1944 

1,395,299 

1,292,122 

103,177 

184,597 

32,607 

5,446,391 

1944-1945 

1,433,773 

1,309,919 

123,854 

239,834 

26,950 

6,613,381 

1945-1946 

1,385,984 

1,238,218 

147,766 

320,510 

37,427 

7,641,428 

1946-1947 

1,622,958 

1,469,867 

163,466 

425,582 

40,788 

8,798,390 

1947-1948 

1,807,424 

1,616,862 

190,562 

511,676 

47,457 

10,046,681 

1948-1949 

1,923,769 

1,693,575 

230,194 

607,036 

53,465 

11,309,949 

1949-1950 

2,366,770 

2,109,992 

256,778 

727,266 

56,841 

12,892,612 

1950-1951 

3,411,490 

3,124,098 

287,392 

1,498,088 

70,447 

14,735,667 

1961-1952 

3,931,496 

3,697,982 

333,514 

1,982,377 

84,649 

16,600,036 

1952-1953 

4,483,242 | 

4,096,602 

386,640 

2,627,492 

89,429 

18,366,356 


> Intereit on investnients held is credited annually in June; on investments redeemed, in month 
of redemption. 

* bookkeeping adjustments have been made for some years and the figures do not refiect aotuid 
eftsh outlays in respective years. 


Expenditures. The amount paid out in benefits, which totaled 
$9.5 billion by the end of June 1953, has increased steadily each 

25 Social Security BuUetins. 
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year as more persons become eligible for them. Hus slow increase 
is characteristic o£ any system during the period in whidi it is ma- 
turing, since in die early years the number of ben^daries is small. 
Mon^y benefits to dependents and survivors became payable in 
1940-1941, and the higher benefits established by the "new start" 
in 1950 account for the marked increase beginning in 1950-1951. 
The total for 1952-1953 reflects the increased number of benefici- 
aries who had not been covered before coverage was extended, and 
to a smaller extent the slight increase in benefit amounts. Benefit 
payments will continue to increase for many years, until the system 
matures. 1 

Administrative expenses have been low. The increase in 19^ 
1941 resulted when the law was changed from a simple retirement 
system to one providing benefits to dependents and survivors as^ 
well The marked increase beginning in 1950-1951 occurred be-^ 
cause coverage was appreciably extended. For 1952-1953, adminis- 
trative expenses amounted to 3.63 percent of benefits paid. 

The Reserve. There has been a steady growth in the size of the 
reserve. Beginning with a little more than a quarter of a billion in 
1936-1937, it slightly exceeded $18 billion at the end of the fiscal 
year 1952-1953. It would have been considerably larger if Congress 
had permitted increases in the contribution rate to 3 percent eadi 
by 1949, as originally planned. But Congress "froze” the rate at 1 
percent on each until 1951, when it was increased to lli percent. At 
first, fear of the effect of higher taxes on the progress cff economic 
recovery, tiien fear of the possible adverse effects of a huge reserve 
on politicians as well as on the economy, and more recently a strong 
desire to shift to a "pay-as-you-go” system, with annual receipts and 
expenditures balancing, have aU played a part in holding down the 
rate, and consequently the reserve. 

A House Ways and Means technical staff reported in January 
1946 as its "conduding suggestion” that every 10 years the contribu- 
tion rate be raised one-half of 1 percent for each until it reached a 
maximum of 3 percent in 1977. It was noted that this progression 
mij^t not be adequate, and tire staff suggested-that any schedule 
Ad^ted "should contemplate support from general revenues when 
bermfits for a particular year exceed tire taxes and interest on re- 
s^ye for that year. . . .”** The Con^ss did not adopt that'sug- 
MQwted in Social Security Board’s Annual Beport for IMS, p. 450. 
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gestion, aHlioagh for a brief period it did pledge itself to mert tlie 
obligatirai, as a "sop” perhaps to those wlw believed diat heeziog 
the rate at 1 percent jeopardized the actuarial soundness of the 
system. 

Should we adopt the pay-as-you-go plan, the existing reserve 
could be maintained, and it might even be increased slightly. Ihat 
reserve would provide a balancing income during years of business 
depression or recession. It could, however, be eliminated altog^er 
if die Congress advanced funds on loan during years when expendi- 
tures exceeded income. 

The law provides that money appropriated may be invested in 
United States interest-beaiing obligations or in obligations of which 
the payment of bodi the principal and interest is guaranteed by 
the Federal government. The money may be invested in any U.S. 
obligations regularly ofiEered to the public, or the government may 
make a special offering for the sole purpose of investing Old-Age 
funds, provided the purchase of regular issues is "not in the public 
interest.” However, special offerings will bear a rate of interest 
equal to one-eight of 1 percent next lower than die computed aver- 
age rate on all outstanding U.S. interest-bearing obligations. The 
computed average interest rate received declined steadily from 
3.000 percent in the fiscal years 1937-1939 to 2.046 at the end of the 
fiscal year ending 1946, and the decline continued through May 
1947, after which there was a slight increase. The computed average 
rate on die interest-bearing public debt was lower until 1946, and 
has been higher since, amounting to 2.137 as compared with 2.082 
in November 1947. 

Until May 1943, it was the policy to invest all money appropri- 
ated and to pay benefits out of mon^ secured by redeeming (fiili- 
gadons already possessed. The system was thus buying and selling 
at the same time. Until February 1942, only special Treasury obliga- 
tions issued exclusively for that purpose were purchased. But in dial 
month some regular 2.5 percent Treasury issues were bought, fis^ it 
was found that the rate on the special issue would have been onfy 
2.375 percent The policy of buying r^ular or special ismes, which- 
ever yields the higher rate, has been continued. 

In May 1943, the policy was instituted of using cunendy ap|no- 
priated funds to meet current outlays and to sell obligations al^dy 
hdd onfy when current apjnropriations fall shmt (ff oudays. The 
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computed average rate of interest on all outstanding U.S. obliga- 
tions had fallen so low diat special issues were yielding less than 
regular issims. It was 2.195 on July 31, 1944, as compared with 2.260 
a year earlier. It was profitable to hold higher rate obligations pur- 
diased previously. In December 1942, some 2 percent obligations 
had been purchased— the lowest rate to drat date. Quite a few short- 
term issues, bearing 1% percent interest, had been bought, the first 
one in June 1944. On June 30, 1946, about $7.6 billion was invested 
in Federal securities at an average interest rate of 2.05.^^ 


SOCIAL SECURITY NUMBERS 

The number of persons covered by any comprehensive social inA 
suranoe system is so great that similarity of names is a source of se-^ 
rious confusion and error. There are approximately 294,000 Smiths, 
227,000 Johnsons, 165,000 Browns, 156,000 Williamses, and tens of 
diousands of others with identical surnames and in many cases with 
identical given names as well. Fingerprints could be used success- 
fully to distinguish between individuals, but because they have for 
so long been associated in the public mind with criminals they have 
not been required in social insurance systems in this country. 

Account numbers, known as Social Security Numbers, are used 
instead. Each worker in employment covered by the Old-Age and 
Survivors Insurance Act must apply for and will receive a separate 
and distinct number, which is based on the following arrangement 
of digits: 000-00-0000. The first three, known as the “area numbers,” 
represent the state or possession in which the number was issued, 
and there could be 999 areas. New York state, for example, has been 
assigned the area numbers 050 through 134, Ohio 268 through 302, 
Kansas 509 through 515, Utah 528 through 529, and California 545 
through 573. The next two digits, known as “group numbers,” con- 
stitute numerical indications of tbe ten-thousand series in which the 
serial niunber, the last four digits, has been assigned. Ten groups 
were used at first, each one having 10,000 individual account num- 
bers. Tbe last four digits are serial numbers within the group, in- 
dicating the order in which the account was established in that 
group. The employee’s application for an account number contains 

Annual Report of the Federal Security Agency, Social Security Board, 
1946, p. 440. 
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information useful for identification purposes, such as age, birthday, 
fadier’s first name, mother’s maiden name, sex, and color. The ca- 
pacity of this arrangement is about I billion account niunbers. 

By the end ot 1952, a total of 106,816,000 social security numbers 
had been issued. It was estimated that by that date 85 million liv- 
ing persons, equal to 78 percent of the total population 14 years of 
age and over, had numbers. It was also estimated that 70 percent 
of the male and 43 percent of the female population above 14 years 
of age had numbers. These figures are in striking contrast to those 
for 1940. At the end of that year, 54,225,212, equal to 48.7 percent 
of the population 14 years of age and over, had numbers, 66.6 per- 
cent of the males and 30.9 percent of the females. The percentage of 
the total population having numbers has increased every year, but 
very much more rapidly for women than for men. 

Employer account numbers are based on the following arrange- 
ment of digits; 00-0000000. The first two show the internal revenue 
district in which the employer is located, and there are now 64 of 
these. The other digits are simply serial numbers. Since the records 
of employers are filed alphabetically, only every tenth serial number 
is used at present. Employers’ applications for account numbers 
contain, among other things, descriptions of the principal products 
or services produced, thus making possible classifications by types 
of activity. The capacity of this arrangement is one less than 10 mil- 
lion in each revenue district. Only about 4.5 million employers are 
covered by the system. 

Social security numbers are issued primarily in connection vrith 
the Federal Old-Age and Survivors Insurance system, but they are 
also required in the Railroad Retirement and Railroad Unemploy- 
ment Insurance systems, and are used in state unemployment com- 
pensation systems as well. The 700-area series has been reserved for 
the Railroad Retirement Board, which administers the two railroad 
systems. The Railroad Retirement Board issues numbers to employ- 
ers and employees covered by the systems it administers. Numbers 
are interchangeable. A worker who, let us say, leaves employment 
covered by the Federal Old-Age and Survivors system and enters 
employment covered by the Railroad systems keeps his original so- 
cial security number, and vice versa. 

The Social Security Administration has a separate account for 
each covered worker. Employers must make quarterly returns in 
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wbkii lliey must report die names, numbers, and amounts earned 
for eadi covered worker employed. The information on wages is 
“pundied’’ on cards, and “posted” to the worker’s individual account 
machines. Were it not for this complicated and effective madhin* 
ery, the task of keeping such detailed records would be excessively 
expensive. Wage records are kept in Baltimore. 



CHAPTER SIX 


THE RAILROAD RETIREMENT 
SYSTEM: PROVISIONS 


A GOMPBEHENSivE and fairly complex system of retirement and sur- 
vivor annuities has been established by Congressional action for 
workers in the railroad industry. The development of that system 
is a significant chapter, not yet completed, in the history of American 
sodal insinance. 


THE EARLY MOVEMENT 

The system did not come "out of the blue.” Long before it was 
established, railroads had voluntarily provided pensions for their 
employees. Later, after the Great Depression had led many roads 
to hmit their syst^s, a struggle ensued to establish a system by 
law. A brief gltopse into the early movement will be worth while. 

Voluntary Pensions. Railioads were die first industrial organi- 
zations in dris country to establish pension plans for their employees. 
The very first is believed to be die one established by the American 
Railway Express Company in 1875. The Baltimore and Ohio Rail- 
road, usually credited with being the first road to have one, estab* 
lished its plan in 1884 There was very litde pension activity in the 
railroad industry during the remainder of the century, and die next 
plan was not adopted until 1900. But considerable progress was 
rnmift in the first decade of the Twentieth century. By 1910, there 
were 18 or 19 pension plans in operation. The railroads concerned 
enqpl(^ed about 50 percent of the industiy's workers, included no 
more than 80,000 miles of trade, or less than 15 percent of the total, 
and had 4638 pensioners receiving an average of about $170 poc 
year, or $3 a wedc, amounting to a total of about $800,000 per year. 

All of the earlier railway plans were of the nonoontr&utcny type. 
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A period of continuous service, usually 20 or 25 years, was a condi- 
tion of eligibility, which meshed with die common m a xi mu m employ- 
ment ages of ^ or 45. Retirement was commonly optional at age 
65 and compulsory at 70. The amount of the pension was generally 
set at 1 percent of the average annual pay for the 10 preceding 
years times the number of years of service. Normally oiUy service 
with the pensioning carrier was counted. The maximum pension was 
thus usually 25 percent of die pay during the preceding 10 years. 

Administration of the plans was wholly by the railroad companies. 
Furthermore, contractual obligation to pay generally did not exist 
and companies could modify, suspend, or cancel their plans at will. 
Pensions were treated as operating expenses and paid out of current 
revenues. Until 1928, the Interstate Commerce Ccnnmission did non 
permit carriers to charge pension payments to operating accounts\ 
until di^ had actually been paid out, which meant that reserves 
could not be set up. In December of 1928, the Commission authorized 
the formation of reserves where carriers had a definite contractual 
obligation to pay such pensions.^ 

There were several common motives for establishing these retire- 
ment plans. One was the simple humanitarian motive of rewarding 
old and faidiful employees. Another was to facilitate the removal of 
persons whose e£Sciency declined with age, especially in certain 
activities where considerable damage mi^t result to life and prop- 
erty. Perhaps more important was the desire on the part of the rail- 
roads to attract and bind ambitious employees more securely to 
dieir jobs. Still another motive appears to have been to discourage 
strikes. Pensions were payable for “continuous” service, and a strike 
could be construed as a break in continuity. 

The railroad unions did not seem to be particularly concerned, one 
way ot the other, about the pension movement. The Big Four train 
service unions in 1891 jointly established and maintained a home 
for “worthy, aged and disabled, helpless and destitute railroad men 
who are no longer able to provide for themselves.” Later, in 1927, 
rile Conductors established one of their own. Late in 1919, the Big 
Four issued a declaration of “Grievances, Protests and Demands” 
in which they insisted on being “masters of themselves” and offered 
solutions to sundry world problems, but in which rii^ said nothing 
at all about pensions.* 

* Monody LAor Review, October 1980, pp. 101-103. 

s iHd, Fdmiaiy 1920, 83-11. 
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The pension movement in the railroad industry oontinoed to grow. 
By 1932 there were 84 plans. They were all noncontributoiy and all 
but two were financed out of current revenues. Approximately 1.6 
million workers were covered, there were 51,000 pensioners, and 
they received $50.6 million. Compulsory retirement was usually at 
age 70, although earlier retirement was permitted in cases of dis- 
ability. Minimum periods of service required for eligibility varied 
from 10 to 35 years. No change had been made in the method of 
computing the retirement allowance. A few of the plans provided 
benefits for survivors of oflBcials with long tenure. 

In 1937, there were about 50,000 employees drawing pensions, 
and about that many more had at one time or another been on the 
rolls since the beginning of the plans. By 1937 the annual cost was 
running about $36 million a year, and more than $400 million had 
been paid out since the movement began. 

The Act of 1934. In 1934, the Congress enacted a railroad re- 
tirement law, the first compulsory retirement system for nongovern- 
mental employees enacted in this country. Bom of the depression, 
it paid lip service to the idea that the plan would promote opera- 
tional eflSciency and safety, but the primary purpose was to ease 
older men out of their jobs in order that unemployed younger men 
might have them. Declining employment and the seniority system 
had resulted in a disproportionately large number of older em- 
ployees. 

Coverage. The Act covered railroad, express, sleeping-car and 
other companies owned or controlled by one or more railroads which 
operated or serviced equipment used to transport passengers or 
property, not including street and interurban electric railways unless 
operated as part of a general railroad system. It did not include the 
‘‘captive*' coal mines owned by railroad companies. In addition to 
the employees of the above mentioned companies, the o£Bcers and 
official representatives of national standard railroad unions were 
included tf they elected to be covered. The coverage extended not 
only to workers who were employees at the time the act became 
effective and to those subsequently employed, but also to those who 
had served within one year preceding the enactment of the law, a 
provision which was later to cause serious legal difficulties. 

Benefits. Betirement annuities for those eligible at the time the 
law was enacted were to be based on the average monthly com- 
pensation earned during the years 1924-1931 inclusive, and for those 
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subsequcoitly beoomiiig eligible tb^ iimre to be based on die lives* 
age compcaisation for ^ period of service. The spec^ amount 
in each case was to be determined by taking 2 percent of the first 
$50 of the avacage monthly wage, 1.5 percmit of the next $100, 
and 1 percent of the next $150. The sum of diese duee was to 
be multiplied by the number of years of service, but not acceeding 
80 years. Thus die largest possible monthly annuity was $120. 

Normal retirement at age 65 was contemplated, and annuities 
became payable at that age. Retirement could be postponed from 
year to year by written agreement between carrier and worker, but 
was compulsory at age 70, although compulsory retirement was ndk 
to be applicable to railway ofScials un^ five years after the law 
became effective and not at all to employee representatives. Options* 
retirement before age 65 was permitted, but for each year imder^ 
age 65 the amount of the annuity was to be reduced by i/15tb. But 
there was to be no reduction in die annuity if retirement was due to 
disabili^. 

Death benefits were provided, payable in case death occurred 
eidier before or after retirement, and they consisted of the total 
amount paid in by the employee vtith 3 percent interest, less the 
amount of annuities received. In this way the worker was guaranteed 
a return of the amount he contributed, at 3 percent interest. If, when 
a work^ retired, the commuted or capitalized value of his annuity 
amounted to less than $300, it was to be paid to him in a lump sum. 

Taxes. Funds for the payment of diese annuities were to be 
secured Rom taxes levied on carriers and workers, the percentage to 
be adequate to meet all needs and to be determined “Rom time 
to time” by the Railroad Retirement Board, an agenrty created to 
administer the act In other words, die plan did not contemplate 
the creation of a large “reserve.” No provision was made for arty 
Govmnment contributions. 

Bates levied on carriers were to be twice diose on employees, 
and were not to be levied on that part of wages in excess of $800 
per mondi. Until further determination by the Board, the rates w^ 
to be 2 percent (m employees and 4 percent on employers. The 
iiaon^ was to be paid into a special fund in die Treasury of 
die United States. A Railroad Retirmnent Fund was estabMied 
and die nKmey xeceived was to go to that fund to pay a n nuit i e i^ 
bo^praum paymei^, and administrative expenses, and d^ fund was 
tb ^ mem^ed fay die Railroad Retirement Board. a “poototT 



Hoad for tlw cntiie industry was estaUisbed zatber tban a lysban of 
‘'aoapkyer xeserves.” 

The Boai^ was audiorized to bring arisring voluntary penshm 
plans imd» the provisions of dus act, and if the cost of ^ system 
was therefore greater than it would otherwise have bera, the extra 
cost was to be borne by the railroads responsible for the original 
pensions. If agreement with the railroads on this matter was not 
possible, the law of 1934 was to be applied to those penrioners ir- 
respective of conflicts and duplications. As an alternative, the Board 
was authorized to make die benefits of the law available to all 
former employees who had reached, or when diey did reach, the 
age of 70, whether they were receiving volimt^ pensions or 
not. 

Administration. The Railroad Retirement Board mentioned above 
was created as an independent agency in the executive branch of the 
Government. It consisted of three members appointed by the Presi- 
dent widi the advice and consent of the Senate for terms of five 
years. One was chosen from a list of nominations submitted by rail- 
road union representatives, one from a list submitted by carrier 
representatives, and the chairman who was not affiliated witb either 
group. Salaries were set at $10,000 annually. 

Unconstitutionality of the Act of 1934. The Act of 1934 was 
challenged in the courts by the railroads. In die Supreme Court of 
the District of Columbia, the Act was declared imconstitutional, and 
from there it was taken to the United States’Supreme Court, whore 
the decision of the lower court was upheld.^ It was a split decision, 
five to four, the Chief Justice siding with die minority. 

The Majority View. Mr. Justice Roberts deliver^ the majority 
opinion. First of all, the majority made its formal bow to die basic 
concepts that die Court could not inquire into the wisdom of an Act 
of Congress, that novelty did not indicate unconstitutionality, and 
that the Court must fairly construe the powers of Congress. It then 
launched into a penetrating criticism of die basic provisions of die 
Act. Evffly major provision regarding benefits was considered to be 
fondamentally wrong. The Court found die basic provisions of die 
Act so arbitrary and unreasonable that diey contravened die due 
process clause of the Fifth Amendment. Some of the jHOviskMis were 
b«ld dearly to take property without due process of law. Aiad d» 


» R e tir e ment Board v. Alton R. Co., 295 U.S. 830. 
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Court held that Aese basic provisions were so integral a part ol the 
Act that rtiey could not be separated from the remainder. 

There is much to be said in favor of die criticisms of specific pro* 
visions made in the majority opinion. The Act was certainly most 
g^erous with other people’s mon^, and the justice of some of that 
largess could rightfully be questioned. But the majority opinion 
went much further than to declare objectionable features unconstitu- 
tional. All parties agreed that the pertinent constitutional provision 
was die Commerce Clause “exercised in subjection to the due proc- 
ess of law found in the Fifth Amendment.” The majority held that 
even if the law could survive the loss of the unconstitutional features, 
it still had a fatal defect. For “the act is not in purpose or effectW 
regulation of interstate commerce within the meaning of the ConstU 
tution.” In short, the Congress simply did not have the power to 
enact a compulsory retirement system for interstate commerce. The\ 
Supreme Court of the District of Columbia had found some features 
unconstitutional, but it was of the opinion that the Congress had 
power to enact such a law. 

The Minority View. The minority opinion was written by the 
Chief Justice and concurred in by Justices Brandeis, Stone, and Car- 
dozo. That some of the principal features could be considered un- 
constitutional was admitted, although the minority was inclined to 
give Congress the benefit of the doubt on some of them and it dis- 
agreed with the majority on others. The provision making pensions 
payable to persons in railroad service within one year of the law’s 
enactment seems to have been unanimously considered unconstitu- 
tional. The minority believed that the Court should have regard to 
the explicit provision of the Act as to severability. But the major 
hiult found with the majority opinion was the ruling that denied 
Congress the right to pass any retirement legislation at all. That was 
an “unwarranted limitation upon the Commerce Clause of the Con- 
stitution.” 

'Hie Ac* of 1935. The Supreme Court’s decision invalidated foe 
Act of 1^4. But foe Congress was not to be denied so easily, and 
proceeded to pass another act in 1935, to becomCeffective on March 
1, 1936.* In some respects foe new act was similar to that of 1934, 
iMit foere were sever^ important differences. 

D^erences from the 1934 Act. One extremely important differ- 

« PtMc No. 399, and alio FubUc No. 400. 
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ease was tiiat the new retirement act was ^parated altogether 6om 
die provisions for raising funds, a procedure deliberately adopted to 
circumvent, if possible, the Supreme Court’s declaration of unoon* 
stitutionality. Tlie benefits provided in the new act were to be paid 
out of the general fund of the Treasury. An entirely separate act 
with no ostensible relation to the retirement act was passed levying 
the taxes which were expected to raise the necessary revenues, and 
die tax burden was divided equally between workers and carriers, 
3.5 percent on each. The Railroad Retirement Board had no author- 
ity to function whatsoever with respect to the source of the funds. 

There were other less fundamental differences in certain pro- 
visions. Optional joint-and-survivor annuities were provided, which 
were later included in the Act of 1937 and will be described below. 
Compulsory retirement at age 70 was no longer required. And there 
were some differences in the death benefit provisions and in the 
mediod of computing them. The Congress really made no great con- 
cessions to the Supreme Court in the matter of specific provisions 
of the retirement system, despite the Court’s devastating criticism. 

The Act in Court. Practically all of the employers affected by 
this act, together with a few employees of the Atlantic Coast Line, 
joined in another action in the District Court of the District of 
Columbia, claiming that the act was “arbitrary, capricious and 
whimsical” and that it deprived them of their property without due 
process of law. 

The Court, speaking through Mr. Justice Bailey, made a gesture 
at trying to find some basis for the taxes levied other than as a part 
of a general retirement system, but of course it could not find any 
basis, and for the simple reason that there was none.® Senator Wag- 
ner in a discussion of the bill had made it clear that the Federal 
government was not expected to pay any of the cost, and the genmal 
plan was clearly outlined in the retirement act. 

Standing by itself, the tax act was held to be “so arbitrary and 
capricious as to cause it to fall before the due process clause of the 
Fifth Amendment.” Taken in conjunction with the retirement system, 
ihe tax provisions made some sense. Each of the two was a “neces- 
sary part of one entire scheme.” But since the system as a vidiole 
contained many of the features that had led the Supreme Court to 
dedare a act unconstitutional, the Court found itself unaUe 


® Alton R. Co. V. R. R. Board, 10 Fed. Si^. W5. 
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to approve. The Railroad Rdiraneiit Board was dierelore enjidusd 
from tddng any action to compel the carriers to provide infrnxnatkm 
and records, and the Ccmunissioner o( Internal Revenue was ear 
joined from collecting the taxes. 

The decision of the District Court apparendy was not altogether 
dear about certain matters and it was clarified orally by Mr. Justice 
Bailey in a conference with Board officials a few days later.* Mr. 
Justice Bailey announced that the import of his decision was to 
declare only the taxing act unconstitutional and not the retirement 
act. He refused to pass on the Board’s power to certify aimuities, aod 
the Board interpreted this to mean that it could go ahead and 
Ae armuities provided. The money would come from the genej 
revenue fund. Mr. Justice Bailey bought diat the Federal gove 
ment had a right “to work out a pension payment plan to retire 
pdoyees and can collect contributions for that purpose from th^ 
en^loyees.” But until the case was finally determined by the Su- 
preme Court, any money collected from employees must be held 
in a special account. The Board, he held, could examine employers’ 
records in order to determine digibility and benefit amounts, but 
at its own expense. 

Annuity Payments Begin. On the basis of this oral statement 
and in utter disregard of the Supreme Court’s views on the consti- ’ 
tutional aspects of the matter, the Board proceeded with its plans 
and collected information. Employers were unwilling to codperate 
in any way that mi^t prejudice their position in litigation pending 
in higher courts. The decision had been appealed. The Board paid 
its first annuities to eligible workers on July 13, 1936, less than two 
wedcs after the oral clarification. The Congress had appropriated 
about |47 million for that purpose. 

The legal outlook for the ^ture was not too bri^t, since fihere 
was no reason to belie^« that the Supreme Court would change its 
mind oa the subject Congress had appropriated some m(m^ to pay 
annuities and expenses, and taxes on employers and mnployees 
could wA be used However, there was some reason for b^eving 
that the cairims were not opposed in prindple to a compulsmy re- 
tfrmnoat ^stem and that they were willing to give financial suj^xtft 
The carriers did object to ^ lavish and evmi reckless mannor in 

' *MouMu IdAor Beolmo, August 1936, p. New Yoik Time^ jvfy 1, 
1986, p. 16. . 
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wliieii it had been proposed to dirocibute moo^ in tibe two pneoedf 
ing acts. 

Hie Joint Conference. At the suggestion of President Franklin 
D. Roosevelt, made late in December of 19S6, a Joint Conference 
on Railroad Retirement was held, which was attended by represen- 
tatives of railroads and railroad unions. The Board assisted in dis- 
cussions on technical aspects of the problems facing the Conference. 

The object was to work out a mutually satisfactory ^rstem that 
would not have to run the gamut of the courts. A plan was devised 
which was later incorporated in the Act of 1937. .^diou^ it was a 
compromise, perhaps because it was, die new law was a marked im- 
provement over the previous laws. The agreement was die basis for 
terminating the litigation pending on the law of 1935, and the car- 
riers agreed not to challenge the constitutionality of an act incor- 
porating the provisions of the agreement. The railway labor unions 
on their part agreed that they would never ask die Congress for any 
change in the retirement law that would depart from the principle 
of equal tax contributions from workers and carriers. But there was 
no specific agreement as to other changes that might be requested. 
The agreement was enacted into law in 1937. 


THE PRESENT RETIREMENT ACT 

The Act of 1937 represented the first instance in this country 
where labor and management cooperated to devise a social insur- 
ance plan made compulsory by law for the entire industry. It was 
called "the most unanimously approved legislation” to have come 
out of the House Committee on Interstate and Foreign Comm^oe, 
and "the finest example of industrial statesmanship in the history of 
America.” ^ 

The provisions of that act, as amended, will now be described. It 
should be noted diat the Act of 1937 is in form amendatory of the 
1^ act and diat certain determinations as to annuities and deatii 
benefits made pursuant to the 1935 act are continued in effect. Those 
wiU be included in the description. 

CoiF^wuge. The ^stem is designed to apply to the railroad traas- 

Tliir. r!Ki»-lwi A. Wolverton, Houte Hearings on H.R. 1382, TBdt 
1st Sms.^ Part 1, p. 347} Mr. J. Carter Ford, in lUa., Part 2, p. 468. 
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poitation industry. A more precise delimitation of what is included 
will clarify the matter of coverage. 

Employers, The act extends not only to railroads, as die title 
would seem to indicate, but it extends also to express, railroad termi- 
nal, and sleeping-car companies subject to die control of die Inter- 
state Commerce Commission, and includes any company owned or 
controlled by carriers that operate any equipment or facility or 
perform any service in connection with &e transportation of passen- 
gers or property by railroad or with the servicing of that transporta- 
tion, except trucking service. I 

Coverage also extends to railroad and trafiBc associations, tariif, 
demurrage and weighing and inspection bureaus, and other similu 
organizations performing services connected with or incidental to 
railroad transportation, which are maintained wholly or principally 
by two or more railroads, express and sleeping-car companies, or 
their affiliates. 

Electric railways may or may not be included. They are not in- 
cluded imless operated as part of a general steam-railroad system. 
But a mere change in motive power from steam to electricity, or to 
any other source of power, will not raonove a line from coverage. The 
Interstate Commerce Commission will determine in disputed cases 
whether any line operated by electric power is excluded. Bus lines 
are covered if operated or controlled by a covered employer. 

Carrier affiliates performing trucking service, and casual opera- 
tions of railroad equipment or facilities are not covered. The mining 
operations of coal companies owned or controlled by railroads and 
coal mining departments directly operated by carriers have been 
specifically excluded. 

Furthermore, coverage extends to railway labor unions whidi are 
national in scope and organized in accordance with the provisions 
of the Railway Labor Act, and to their state and national legislative 
and general committees, their insurance departments, and their local 
lodges and divisions. Employee organizations existing only to pro- 
vide side and accident benefits or for the education of their members 
are not induded as employers. ' 

Empioyees. Nearly everyone who works for a covo'ed employer 
is covered by the Act, whether working within or without the Untted 
Stated provided the employer controls or supervises the manner in 
which services are rendered, or if he is rendering integrated pro- 
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fessional or teduiical services, and he works for pay. However, an 
employee who works for an employer, other than a labor organiza- 
tion, the principal part of whose business is not in the United States 
is covered only while working in the United States. Mexico and 
Cuba require companies operating in those countries to employ a 
certain proportion of citizens or residents. The Act therefore does 
not include noncitizens and nonresidents working in a foreign coun- 
try when the laws of that country require the employer to hire citi- 
zens or residents. 

All service rendered for a local union lodge or division is covered, 
no matter where rendered, if all or substantially all of its members 
are employees of employers whose principal business is in the 
United States. But the employees of national labor union local lodges 
or divisions are not covered unless they were employed by a carrier 
on or after August 29, 1935. 

Employee Annuities. Three general types of benefits are pay- 
able under the amended act: age, disability, and survivor. The pat- 
tern is not identical with that laid down in the Federal Old-Age and 
Survivors system. Under the railroad act, disabled workers may re- 
tire on an annuity. Railroad service of less than 10 years is credited 
under the Federal Old-Age and Survivors Insurance system for re- 
tirement and survivor benefits. Amendments effective late in 1951 
introduced into the system benefits for wives, husbands, and widow- 
ers, much like those in the general Federal system. 

Age Annuities. On retirement, employees who are 65 or over— 
60 for women with 30 years of service— and who have at least 10 
years of creditable service are eligible to receive life annuities. 
Women who have attained the age . of 60 and who have completed 
30 years of service are eligible for the retirement annuity without 
any reduction in its amount, but the size of the annuity dq>ends 
on compensation and length of service. Very few women accumu- 
late 30 years of covered service. Optional retirement at age 60 
is permitted for men with 30 years of service, but computed an- 
nuities in their cases are reduced by l/180th for eac^ calendar 
month under age 65 at the time the annuity begins to accrue, and 
this reduction is not restored when the annuitant reaches The 
reduction is applied to the minimum as well as to the maximum. A 
person acc^ting an age retirement annuity must relinqui^ all 
ri ghtfi to return to the service of his last employer or to covered in- 
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dusby, 2 iid no annuity is payable fear any month in which such 
service is rendered for compensation. The '^st employer” may ncA 
be a "oovered" employer, and would not be if dm annuitant had left 
dm railroad industry and found en^loyment elsewhere before re> 
tiring. 

Disability Annuities, Two types of disability annuities are pro* 
vided. One of these is payable to individuals who have a “current 
connection” with die railroad industry and whose permanent phys- 
ical or mental condition disables them for employment in dmir tegu- 
lar occupation in the railroad industry, provided they have eit 
completed 20 years of service or have attained the age of 60. 
armuity is designed primarily for men who lose their regular jofijs 
because of the exceptionally high standards of physical and me 
competence applied, and whose skill and age will not enable the 
to secure other jobs paying anywhere near comparable amounts. 

The Board, in cooperation with employers and employees, estab- 
lishes standards for determining what constitutes permanent physical 
or mental disability for the different occupations in covered employ- 
nmnt, and will strive to secure uniformity in the application of those 
standards. For occupations in which no standards are established, 
tim Board is to apply practices generally prevailing in that occupa- 
tkm or in some comparable occupation. 

Any employee so disqualified by an employer in accordance with 
the <^blished standards shall be considered by the Board to be 
disqualified. In other words, the Board will not question the em- 
ployer’s judgment. Nor will the Board compel an employer to dis- 
qualify a worker. But if an employer does not so disqiudify an 
^pktyee and if the employee wishes to be disqualified, the ]toard 
may nevertiidess grant him an annuity, if the employee quits and 
daims a disability anniiity. 

Fes’ the purpose of all annuities, and for tire purpose of survivor 
benefits as well, one has a “current connection” with the railroad 
industry ndro, at the time his armuity accrues, has been in service as 
an mi^loyee ifor at least 12 months out of any 80 consecutive montiis 
baf^ the armuity accrues. If these consecutive'months do not im- 
mediatety precede the month in which the annuity accrues, then the 
employee must not have been regularly employed in than cov- 
ensd onpioymeirt betwemr the mid eff the 30 consecutive montiuT 
paiipd and thf month in whidi the armuity begins to accrue. Bi^- 
Isr emjd^rment means the princfyal occupatitm during tire last 
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live calendar yean of employinCTit, or if die enqiloyee so desires, 
then the principal occupation during die past 15 years. 

The second type of disability annuity is payable to individuals 
whose permanent physical or mental condition (hsables diem for any 
regular employment, provided they either have completed 10 y^urs 
of service or have attained the age of 60, and without reference to a 
"current connection” with the industry. 

A disability annuity ceases if the disability ends before the annui- 
tant becomes 65 years of age. The formerly disabled person may 
later qualify for an old-age annuity, the amount of which will not 
be reduced on account of the previous payment of a disability 
annuity. A disability annuity will not be paid to any individual voi- 
der age 65 for any month in which he receives more dian $100 in 
wages or self-employment income. In computing the annuity, only 
months in which wages were paid are counted, and presumably 
no wages would have been paid during the period of disability. 

No annuity is paid for any month in which an individual receives 
any pay for work in covered employment or for work done for the 
“last” person who employed the individual prior to the date on 
which the annuity begins to accrue. This restriction is broader than 
that contained in the Federal Old-Age and Survivors Insurance plan, 
which permits limited earnings in covered employment, but it does 
not altogether remove the annuitant from the la^r market, and is 
not intended to do so. Incidentally, the payment of an annuity to a 
disabled worker does not relieve the employer from liability to pay 
damages for personal injury, should there be any such liability. 

Sfase of Annuities. The size of an annuity depends upon the 
amount of compensation received and years of service. Compensa- 
tion does not include tips, or taxes levied on employees which are 
voluntarily paid by the employer and not deducted from the em- 
ployee’s pay. A year of service consists of any 12 calendar months 
of service, consecutive or otherwise, and regardless of the number of 
epplc^rers involved, in which a worker was employed and received 
wages in covered employment. A fraction of six months counts for a 
whole year if the employee has had at least 54 months of service, 
odierwise it counts only at its face value. A month of service consists 
of any calendar month in whidi an employee rendered servkse, eveii 
if i&at service was for as littie as one day. 

The Formda. Specific annuities are computed by taking 
pncent die first $50 of average monthly compensation, 2.^ peiv 
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cent of tibe next $100, and 1.38 percent of the next $200, and multi- 
plying the sum of these by the number of years of service.® 

Creditable Service. For those employed on August 29, 1935, 
which is the date of original enactment, all service subsequent to 
December 1936 is counted, but if the total amount of this service is 
less than 30 years, then service rendered prior to January 1, 1937, 
may also be counted in order to bring the total up to a maximum of 
30 years. 

Service rendered prior to January 1, 1937, is counted in the re- 
verse order to its occurrence. There is no statutory limitation on trie 
number of years of service rendered after December 31, 1936, in- 
cluding service after age 65, that can be counted in computing the 
amount of the annuity. \ 

There has been some shifting in the treatment of service after age\ 
65. Before 1946, earnings after the month in which age 65 was at- 
tained could be counted toward retirement and survivor benefits if 
they increased the annuity. The 1946 amendment eliminated those 
earnings in the computation of retirement benefits but allowed them 
in the computation of survivor benefits if the size were thereby in- 
creased. The 1951 amendments again allowed both for all benefits. 
Since 1954 earnings may be disregarded, but service is counted. 
However, if the service after age 65 was rendered before 1937, it 
may not be used to increase the maximum of 30 years allowed to 
those who count service before 1937. 

Military Service. Military service during periods of war or na- 
tional emergencies is creditable in counting length of service, if the 
person entitled to it files a claim for credit. Such service is creditable 
only if the individual was employed by a covered employer during 
the same year in which he entered military service, or in the calen- 
dar year immediately preceding. For every month in wartime serv- 
ice, the employee’s account is credited with $160, except that for 
service before 1937, the amount credited is normally the average 
for the period 1924-1931.® Military service rendered during a war 

^Before the 1954 amendments, the formula was 2.76 percent of the first 
$50 of the average monthly compensation, 2.07 percent 3F the next $100, and 
1.38 percent of t£e next $150. Between 1^8 and 1951 they were 2.4, 1.8, and 
1.2, respectively. 

9 Military service after June 14, 1948, is counted only for (1) those in 
creditaUe military service on that date and who are required to continue in 
service beyond that date; and (2) those who enter military service involuntarily 
ifiter June 14, 1948, and whose induction was preceded by railroad service in 
tfieaeme or preceding calendar year. 
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period after 1936 will also count as “quarters of coverage” in de^ 
termining a worker's insured status when awarding survivcnr bene> 
fits. This will be discussed below. 

The Federal government pays the extra cost for military service. 
For service before 1937 it pays the actual cost, and for service since 
1936 it pays the combined employer-employee contribution on an 
assumed monthly wage of $160. However, any increase in an an- 
nuity resulting from the application of this provision is to be re- 
duced by the amount of any other Federal benefits payable for that 
same military service, such as military pensions. The net effect of 
this is that military service almost never increases the railroad re- 
tirement aimuity of those receiving military pensions, although it 
not infrequently does increase disability annuities. Lump-sum death 
benefits, described below, are increased $6.40 per month for mili- 
tary service before 1946, and $11.20 for subsequence service. 

The accrued cost to the Federal government, excluding interest, 
amounted to $63,119,000 by the end of June 1944, $1,364,000 being 
for military service performed before 1937. No employee annuity 
based in part on military service rendered after 1938 had yet been 
certified by the end of June 1944. The bulk of these certifications 
will come about 1970, when men now young will reach retirement 
age. Furthermore, survivor as well as disability and death benefits 
reflect military service, and they will add to the total cost. 

Wages Counted. Average monthly compensation is computed 
from earnings, not counting amounts in excess of $300 per month, 
paid in the calendar months included in years of service, except that 
when service prior to January 1, 1937, is counted, average earnings 
for the years 1924-1931 inclusive are applied to the entire amount 
of prior service counted, in order to simplify the examination of old 
records. For Red Caps whose pay was wholly or primarily in the 
form of tips, the period is September 1940-August 1941. When these 
years are inadequate or insufficient to constitute a fair and equitable 
basis, the Railroad Retirement Board will determine the annuity in 
a fair and equitable manner. Wages paid for time lost are counted 
as remuneration, as well as wages paid for reduced earnings re- 
sulting from demotion to a less remunerative job. Only months in 
which some compensation was paid are counted in computing the 
average monthly compensation. 

Minimum Annuities. There is no specified maximum monthly 
annuity, altbong h wage and service credit limitations will result in 
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an effective maximum (ff about $169 montiily for ffie near future. 
But there is a provision regarding the minimum mmuity. For those 
who have a current connection Mutb the industry a minimum an- 
muty is guaranteed equal to whichever one of the following is least: 
$4.14 times years of service; $69; average monthly compensation. But 
in no case is this minimum to be less than the amount that would 
have been yielded had all the employee s service since 1936— that 
uiuler the Social Security Act as well as that under the Railroad Re- 
tirement Act— been creditable for benefit purposes under the Fed- 
eral Old-Age and Survivors Insurance Act. This provision, adopts 
in 1£@1, brings a marked increase in minimum benefits of railroad 
workers and their survivors. 

Spouse’s Annuity. The spouse of an insured employee who hak 
attained age 65 and who is receiving an annuity or pension i£ enti^ 
tied to an annuity equal to one-half of the insured’s annuity or pen-^ 
Sion, up to a maximum of $40, provided the spouse has attained age 
65. This annuity is payable also to a wife under age 65 if she has in 
her care her husband’s child or children, unmarried and under 18, 
or a permanently totally disabled child over 18 who was so disabled 
before age 18. Added in 1951, the spouse’s benefit fills the last major 
gap in benefits for railroad workers and their dependents. 

Survivor Annuities. A system of annuities and lump-sum pay- 
ments for survivors, roughly similar to those under the Federal Old- 
Age and Survivors Insurance system, was provided for in 1946, ef- 
fective January 1, 1947, thereby filling what at that time was one of 
the wide gaps in tiie benefit structure of the Railroad Retirement 
system. 

Widow’ s and Widowe/ s Annuities. The widow, or widower, of a 
‘‘completely insmred” worker is entitled to a monthly payment equal 
to the insured worker’s ‘hasic amount.” This beccnnes payable at age 
6(h it continues until death or remarriage. But if a greater spouse’s 
nmoity was payable before death, the annuity is increased to that 
amount The terms ‘liasic amount” and “completely insured” will be 
defined below. 

’ A widow’s current insurance annuity, which is also equal to the 
deoeamd husban<fs basic amount, is provided for the widows of 
coimpietefy or “partia%” insmed individuals who have in their care 
of tire deceased who is entitled to a child’s insurance annuity. 
‘Hfia wtmdty^ceases at death or remarriage, or if and wlwn the 
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'^^ndow becomes entitled to a widow’s insurance annuity, ix when 
idle no Itmgi^ has in her care a dbild entitled to a child’s annuity, 
whichever occurs first. 

The ChiUTs and Parent’s Annuities. A child’s insurance annuity, 
equal to two-lhirds of the deceased parent’s basic amoimt, is pay- 
able to dhildren of completely or partially insured individuals. A 
parent’s insurance annuity, equal to two-thirds of the deceased em- 
ployee’s basic amount, is payable to parents of completely insured 
individuals who die without leaving a widow or child. The parent 
must be at least 60 years of age to qualify. 

The Funeral Benefit. Should any insured person die leaving no 
one entitled to an annuity for the month in which death occmred, 
a lump-sum benefit equal to ten times the basic amount is payable 
to the widow or widower if living, otherwise to a living child or 
children, otherwise to the person or persons who under state law 
would be entitled to it. If the lump sum is paid to a nonrelative who 
bears the funeral expenses, it will not exceed the funeral expenses. 

The qualifications for widow, child, and parent, in so far as pay- 
ment of annuities is concerned, are the same as in the Federal Old- 
Age and Survivors Insurance system. A widow must have been liv- 
ing with her husband employee at the time of his death; a child 
must have been dependent on the parent at the time of his death, 
unmarried, less than 18, and not adopted after his death; and a 
parent must have been dependent upon the employee for at least 
one-half of his support, and proof of such dependency and support 
must have been filed with the Board. 

Insured Status. An individual is "completely” insured if he has 
10 years of service and ( 1 ) if he had a current connection witib die 
raihoad industry, had at least six quarters of coverage and a mhii- 
mum of one-half the quarters elapsing since 1936 or after the quarter 
in which he became 21, whichever was later, and before the quarter 
in which he died or became 65, whichever was the earlier, as in 
the Federal Old-Age and Survivors system, but excluding any 
quarter in which an old-age or disability annuity was payable to 
him; or ( 2) if he had a current connection widi the railroad industry 
and 40 or more quarters of coverage; or (3) if a pension was payable 
to him, ox a retirement annuity based on not less dian 10 yetu% of 
service began to accrue to him before 1948. These last two |»o- 
viMons are designed to provide benefits to survivors of indiyuhiab 
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on tile annuity or pension rolls before survivor ben^ts vrexe incor* 
porated into the law, even to survivors of employees who have for 
some time been dead. 

An individual is “partially” insured if at death he had at least 10 
years of service, had a current connection widi the industry, and 
had at least six quarters of coverage in the period beginning with 
the quarter of his death and extending back to include &e three cal- 
endar years preceding the year in which he died. 

Wages and service in employments covered by the Federal Old- 
Age and Survivors Insurance system are counted along with com- 
pensation and service under the Railroad Retirement system in 
determining survivor benefits. More than half of those covered by 
the Railroad system have also been covered by the general Federal 
system. 

Tabus 16. Railroad Retirement System: Compensation and 
Quarters of Coverage Allowed 


Total Compensation Number of Quarters According to 

Paid in Calendar Year Specified Months of Service 



1-3 

4-6 

7-9 

10-12 

Less than $50 

0 

0 

0 

0 

$ 50 - $ 99 

1 

1 

1 

1 

100 - 149 

1 

2 

2 

2 

150 - 199 

1 

2 

3 

3 

200 or more 

1 

2 

3 

4 


Quarters of Coverage. A “quarter of coverage” may be acquired 
under either the Federal Old-Age and Survivors Insurance system 
or the Railroad Retirement system. Under the former, it consists of 
a quarter in which at least $50 was received in wages or $100 in self- 
employment income in covered employment. This is called a “wage 
quarter of coverage.” If acquired in employments covered by the 
Railroad system, it is called a “compensation quarter of coverage,” 
and is computed according to Table 16. ~ 

If using this procedure does not result in complete or partial in- 
sured status, and if presuming that comp^isation had been paid in 
equal pn^rtion for eadi month of the year will do so, then that 
presumption will be made. No one individual may be credited vtdth 

10 Jack M. Elldn, Social Security BuUettn, December 1946, p. 24. 
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more than four quarters of coverage for any single cakaidar yeat. 

Social Security Coverage. Railroad employees with less than 10 
years of service in tibat industry, excepting those awarded aimuities 
before October 30, 1951, are taken out of the system entirely. Their 
earnings in the railroad industry since 1936, and in employment and 
self-employment covered by the Social Security Act, are all credited 
under the latter system. Their benefits, both retirement and smrvivor, 
are payable by that system and computed according to its formulas. 
Even Ae service of noncitizens working in countries that require the 
employment of specified percentages of native labor is credited. 

For those with 10 years or more of creditable railroad service and 
for their survivors and dependents, the two systems are interrelated 
by a minimum guarantee provision. Railroad retirement and sur- 
vivor annuities must at least equal what would have been yielded 
by railroad service rendered since 1936 plus any social security cov- 
erage die employee might also have had, assuming that all the rail- 
road service was creditable under the Federal Old-Age and Sur- 
vivors Insurance system. The retirement annuity itself will in gen- 
eral be only slighdy affected by this provision, except for those with 
but little more than 10 years of railroad service. However, an im- 
portant result is that for die next ten years or so most railroad sur- 
vivor annuities will be based on Federal Old-Age standards. When 
survivor benefits are increased by this minimum guarantee, no credit 
is allowed for railroad service prior to 1937. 

Benefits paid on the basis of the Federal Old-Age system are com- 
puted from the employee s “basic amount,” which is comparable to 
the amount used in that system for computing benefits paid to those 
not covered by the “new start” formula. Except for pensioners, the 
basic amount is derived by taking 40 percent of the average monthly 
remuneration up to $75, plus 10 percent of the amount over $75 up 
to and including $350, plus 1 percent of the sum of these two for 
each year in which the employee was paid at least $200. In comput- 
ing the average monthly remuneration, earnings— including diose 
from employment and self-employment creditable under the Fed- 
eral Old-Age system— up to a combined maximum of $3600 a year, 
are counted. For diose retired on pensions, die incron^tal factor 
of 1 percent per year is not used. This amount is then used widi 
the Social Security Act conversion table to derive the benefit 
amount 

Mcm^ transfers between the two Trust Funds are made to keep 
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line Federal Old-Age sjrstem in die financial posifcUin it would have 
been in had the railroad workm involved been, and continued to 
remain, covered by that system. 

Combined Annuities and Deductions. Railroad annuitants enti- 
tled to mcmthly benefits under both the Railroad Retirement Act 
and the Social Security Act in effect receive die higher of the twa 
This is true even of a wife entitled to a benefit based on her hus- 
band’s railroad service and to a primary benefit under die general 
tystmn based on her own earnings. But the wife may receive a wife’s 
bmi^ under each of the two programs at the same time. Howevm, 
shice the husband’s railroad annuity will generally be reduced if ^ 
also receives an old-age insurance benefit, die wffe’ s railroad annu- 
ity will also be reduced. Until the Act was amended in 1954, widl 
ows, widowers, and parents entided under the Railroad Retir^enn 
Act to a retirement annuity based on their own earnings and abo to' 
a railroad survivor’s annuity received the higher of the two. Now 
they receive both. 

For combined family benefits there is a maximum of $160 or 2% 
times the basic amount, whichever is smaller, but no reduction be- 
low $30 will be made, and there is an absolute minimum of $14. The 
social security minimum guarantee will increase these benefits in 
many cases. Employee annuitants suffer deductions if they earn any- 
thing in the raihroad industry or from their last employer; depend- 
«its and survivors may earn in scxsial seciurity employment the maxi- 
mum allowed by that system. Children not attending school regu- 
lariy, if attendance was feasible, had their annuity deducted until 
aftw the amendments of 1954. 

Penaknis. It will be recalled that when the Railroad Retirement 
Act was passed more than 50,000 railroad workers wore receiving 
pensions voluntarily granted by the carriers. These pensions were 
Idaidceted into the retirement system, being granted as a right raffter 
ffum as a gratuity. The entire cost is borne by the Railroad Retire- 
ment systmn. Persons receiving such pensions on both March 1 and 
Jufy 1, 1937, and who were not eligible for ther regular annuities, 
SBce paid tiieir pmisions, including a restoration of any reduction 
made in than i^er December 31, 1930, but none of these pensions 
cc^gdk} mcoeed $120 pm month. Beginning in July 1948, die peEbiom 
vwsre hmieascd by a fiat 20 percent Railroai^ may, to be sure, paiy 
mole dian da^ amount out of their own money if diey want to do 
5tt^Fmiher Increases woe made to 1951. 
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Deadi Bctiefita 

Under Ihe Act of 1935. The act of 1935 provided for the paynieat 
of death-benefit annuities to the surviving spouse or dependent 
next of Idn (rf deceased annuitants or ^ployees entitled to receive 
an annuity under the Act. They consisted ^ one-half the amount 
of the sin^e-life annuity, and were payable for a period of 12 
mondis only. Those death-benefit annuities were continued in the 
Act of 1937, payable only on account of annuities, granted under 
dre Act of 19^. Practically all of the persons who were eligible for 
annuities under the Act of 1935 have had them granted, and it is 
simply a matter of time before this feature of foe Railroad Retire- 
ment system disappears. The receipt of this benefit, it should be 
noted, does not afiect any person’s subsequent right to a monthly 
annuity. 

Residued Payment. Before monthly survivor benefits similar to 
those provided in foe Federal Old-Age and Survivors Insurance 
system were established in 1946, there was a lump-sum death bene- 
fit paid in cases where an insured person’s deafo occurred. If foe 
death occurred before an annuity began, foe amount was equal to 
4 percent of foe total credited compensation received by foe 
deceased after December 31, 1936. In case foe annuitant died before 
having received an amount equal to 4 percent of that compensation, 
foe difference would be paid. It was necessary that the person 
qualified to receive this benefit apply for it vafoin two years from 
foe date of deafo. When an applicant died after foe date on which 
his aimuity began but before payment had actually been made, the 
annuity was nevertheless certified if foe amount involved was 
greater than foe deafo benefit. Where a joint-and-survivor election 
had been made, foe survivor aimuity was certified. 

That lump-sum deafo benefit was replaced by foe survivor bene- 
fits established in 1946. However, many workers believed that fo^ 
and their families might not receive in benefits as much as th^ 
had paid to taxes, and they felt themselves aggrieved. To meet foeir 
objections, foe 1948 amendments restored foe benefit 

The new residual payment provides a guarantee that each co^woed 
wcnrker and his survivors will recmve in benefits more foan foe 
'wadcet paid in taxes, indiuding any amount ]^d on Ms bdbaff by 
foe; Government on account of military service, both aocamed ^ 
Mteceat. The worker’s right to desi^te a benefidaxy to reeefvo a 
xeddnal payment is restored. 
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The residual payment is a lump sum equal to 4 percent of the 
worker’s creditable compensation since 1936 through 1946, and 7 
percent on compensation since 1946, including wage credits of $160 
for each month of military service minus all benefits paid to annui- 
tants and survivors which are based on railroad and military com- 
pensation. It will be paid only when no immediate or future monthly 
benefits are payable, or if the widow or parent remarries or dies, or 
if the person who might be entitled to monthly benefits at age 65 
elects to waive all rights to those monthly benefits and receive im- 
mediately die residual lump-sum payment instead. The election 
must be made before the survivor reaches age 65, otherwise the re- 
sidual payment, if any is then due, will be made only after the 
monthly survivor benefits have ceased. \ 

Jbint-and-Snrvivor Annuities. Provision was at one time made 
for joint-and-survivor annuities, but it was repealed in 1946, although 
those having elected such annuities were permitted to continue 
them. Employees so desiring and who so elected at least five years 
b^ore their annuities began to accrue, or who furnished proof of 
health satisfactory to the Board, could provide their widows with 
annuities. Three combinations were offered: option A, under which , 
the widow received as muc^ as her deceased spouse had received; ' 
option B, in which she received three-fourths as much; and option 
C, in which she received one-half as much. Each combination was 
actuarially equal to the single-life annuity which the employee 
would otherwise have received. In other words, the husband merely 
shared his annuity with his wife. Once election was made, it was 
irrevocable unless the employee or his spouse died before the 
annuity began to accrue, or there was a divorce, or if the annuity 
was for disability. The wife’s annuity began to accrue in the montii 
of her husband’s death, irrespective of her age. Only a few em- 
ployees elected this type of annuity. No joint-and-survivor election 
was permitted after July 30, 1946. A valid election already made by 
an employee to whom an annuity is awarded after July 30 with a 
beginning date before 1947 remains valid unless he revoked the 
diection by July 31, 1947. An election already made by an employee 
to whom an annuity accrues after 1946 becomes inoperative unless 
he reaffirmed the election before 1948. Because tiie 1951 amend- 
ments introduced a spmise’s benefit, a worker may now revoke his 
: ejection and have his annuity fully restored. An election is autmnat- 
revoked when the spouse for whom it was made dies. 
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Fiumciiig 

Taxes, A separate act was passed to raise the money needed 
for the annuities provided, and this was done, it will be recalled, 
in order to avoid, if possible, Ae constitutional hurdle. The tax 
consists of three parts: an excise tax on employers, an income tax 
on employees, and an income tax on employee representatives. It is 
based on compensation received not in excess of $350 per monA. 
By agreement between unions and carriers, equal rates are levied 
on employees and employers, beginning wiA 2.75 percent each for 
Ae years 1937-1939 inclusive and increasing K of 1 percent every 
three years thereafter Arough 1945. The rates were continued at 
3.5 percent through 1946. For 1947—1948 Aey were 5.75 on each, 
and 6.0 for 1949-1951. They were raised to 6K percent in 1952. The 
combined sum of 12.5 percent represents a substantial proportion of 
Ae pay roll, but it purchases substantial benefits. 

The employer is made liable for Ae amount of Ae employee’s 
tax and deducts Aat amount from Ae worker’s pay. When an 
employee works for two or more employers, Ae Commissioner of 
Internal Revenue is supposed to decide the proportions of Ae taxes 
to be deducted by each employer. No serious problem arises here, 
of course, unless such an employee earns more than $350 per monA. 

The rate on employee representatives has been and will continue 
to be equal to Ae sum of Ae rates levied on employer and employee 
combined. They are Aus equal to what Ae representatives and their 
employers would pay if Aey were working for Ae carriers instead 
of Ae unions. 

The Federal government has obligated itself to pay Ae annuities 
provided by Ais retirement system. Money collected under Ae taxes 
levied goes into Ae general fund of the Treasury. It is intended that 
Ae taxes shall provide all Ae money needed, but it is not unlikely 
that Aere would be some resistance on boA sides to furAer rate 
increases. The Act auAorizes Ae appropriation from Ae general 
fuod of an annual premium sufficient when compounded at 3 per* 
cent annually to pay Ae annuities. Annually Ae Railroad Retirem^t 
Board submits to the Bureau of Ae Budget an estimate of Ae 
amniinf needed to meet estimated accrued liabilities. Thus it is 
d^nitely intended to be a “reserve” raAer than a “pay-as-^you-go” 
system, and provision is made for perioAc actuarial stuAes and 
reports on the status of Ae fund in relation to accrued liabilities. 

Railroad ReHrement Accouni. A Railroad ReAement Accmurt 



m 


mEmCAN SOCIAL INSURANCE 


is established in the Federal Treasury, and amounts not immediatdiy 
needed by the Board to pay benefits and administrative costs are 
invested in United States obligations or in obligations guaranteed 
as to both interest and principal by the United States. Special obliga- 
tions bearing 3 percent interest may be issued for this purpose. 

Actuarial Valuations. Every three years the Board must make 
actuarial estimates of the amotmts necessary to maintain the solvency 
of the system. The Act provides that the Board shall appoint two 
members of an Actuarial Advisory Committee of three to check its 
own figures and methods. One of these is selected from recom- 
mendations made by representatives of the carriers, one from 
recommendations made by representatives of the railroad unions^ 
and the third is designated by the Secretary of the Treasury.. This 
committee is strictly advisory and it recommends to the Board such\ 
dianges in actuarial methods as may be deemed necessary. But the 
Board is not required to accept those recommendations. 

Administration. The system is administered by the Railroad 
Retirement Board, which consists of three persons appointed by the 
President with the approval of the Senate, for overlapping terms 
of five years. One of these must be selected from recommendations 
made by representatives of the employers and one from recom- 
mendations made by representatives of the employees, and the 
persons so selected must be **satisfactory to the largest number’^ of 
employers and employees. In effect &is means persons recom- 
mended by the Association of Railway Executives and the Associa- 
tion of Railway Labor Executives. The third member, who is the 
chairman, may be thought of as representing the public, and he is 
not to Tbe in the employment of or be pecuniarily or otherwise 
interested in any employer or organization of employees. . . 

The Board is an independent agency located in the executive 
hram^ of the Government and is not subject to the control or 
directk>n of any department or of the Social Security Administration. 
Only the President has any control over it, and even that is limited 
by the provision that two of the three members must be selected 
nominations made by representatives of employers and unions. 
A quorum consists of a majority of the members in ofiSce. 

& en^loymg personnel, the Board is subject to Civil Service laws 
die of the Ci^ Service Commission. However, the 
|||^ is required to give prdFerence to individuals wldi railroad 
Inq^ence, if &e BtmA beeves that diey possess the neoessaiy 
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qualifications, and “no other preference shall be given or recog- 
nized.” Veterans’ preference exists here as in other Fedml agencies. 

Rules and regulations for the conduct of the system are made 
by the Board and when all diree positions are filled the rules, regula- 
tions, and decisions must have ^ approval of at least two of the 
members. 

In determinations “relating to pensions, annuities, or death bene- 
fits,” the Board’s decisions are not “subject to review by any other 
administrative or accounting officer, agent, or employee of the 
United States,” including the Comptroller General. 

The Board also administers the Railroad Unemployment Insur- 
ance Act, imder which it pays unemployment, sickness, and maternity 
benefits, and it operates a network of employment offices. 

There is within the Board a Bureau of Retirement Claims. This 
Bureau adjudicates all claims made for benefits and certifies those 
approved to the Treasury for payment. It also assembles and proc- 
esses records of creditable service and compensation for the period 
before January 1, 1937. 

Decisions made by the Bureau on retirement benefits may be 
appealed to an Appeals Council. This Council consists of persons 
familiar with problems of employees and management, and a chair- 
man who is trained in law. It is in effect a joint board widi an im- 
partial chairman. The Council is independent of the Bureau and is 
administratively responsible to the Board’s Executive Officer. De- 
cisions made by it may be taken directly to the Board. 

There is recourse to the courts, but only after all ad min istrative 
remedies within the Board have been exhausted. Any claimant, his 
railway labor organization if organized in accordance with the pro- 
visions of the Railway Labor Act, or any other party aggrieved by 
a final decision relating to annuities or coverage may appeal to die 
United States Circuit Court of Appels for the circuit in which lie 
resides, or to the Circuit Court of Appeals for the Seventh Gitci:^ 
or R) the Circuit Court of Appeals for the District of Columbia. UiB, 
Board's findings of fact, if supported by evidence and in die abseime 
of fraud, ate conclusive. Hie Court may not hear additional evkleno^ 
but may order die Board to take additional evidaace which it ms^ 
then consider. The Court may affirm, modify, or reverse dm Bdasd 
aUd may if it sees fit rmnand the case for a rehearing. Judgntint 

Mkd decree are final, but subject to review as in equity CMOS. ; j 
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THE RAILROAD RETIREMENT 
SYSTEM: OPERATIONS 


The Railroad Retirement plan has been in operation for approxiV 
mately 20 years, and a large body of experience has been accumu-\ 
lated. That experience will now be reviewed in order to reveal sa- 
lient characteristics of coverage, wages, benefits, and finance and to 
indicate major trends. The most significant part of that experience 
has come since the 1946 amendments established monthly survivor 
benefits similar to those introduced earlier into the Social Security 
Act, The experience sheds some light on what might happen if the 
Old-Age and Survivors system provided permanent total disability 
bmiefits. 


COVERAGE 

The system is limited to one industry, but the coverage is none 
die less quite substantial, both in terms of employers and em- 
ployees. In terms of size, the system has grown but little, and that 
Httle was the result of the war and the postwar boom. 

Cn^loyera. Hie number of units held to be employers under 
the Railroad Retirement Act is not great. As of June 1952, there 
were 1737. Nearly all of these, 1362, were carriers. Carrier afiBliates 
numbered 189, and carrier associations numbered 156. There were 
30 railway labor organizations, including the Railway Labor Execu- 
tives Assodatirm, the Railway Employees Department of die Ameri- 
can Federatirm of Labor, and insurance departments of two labor 
mr^mizations. In addition, there were 216 “employing units,” not 
twoiMlves mnployers, but service for whom was considered as serv- 
ice to a covered employer, such as contractors. There is some change 
year to year to the total number of emplc^rers covered, more 
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perhaps than a layman would expect A total of 440 difFerent em - 
ployers covered at one time or another ceased operations prior to 
January 1, 1951. 

Employees. There has been considerable variation in the num- 
ber of employees covered. Table 17 shows by calendar year the 
total and average numbers employed in the industry dming the 
year, and the number in active service at the end of the year. 


Table 17. Railroad Retirement System: Number of Employees, 

1937-19511 
(In Thousands) 



Total 

Average 

In Active 

Ratio of 

Year 

for 

for 

Service at 

Total to 


Year 

Year 

End of Year 

Average 

1937 

1996 

1279 



1938 

1617 

1093 



1939 

1665 

1151 



1940 

1708 

1195 

1432 


1941 

2053 

1322 

1611 


1942 

2588 

1470 

1794 


1943 

2888 

1591 

1908 


1944 

2904 

1670 

1978 

1.74 

1945 

3016 

1680 

1942 

1.80 

1946 

2660 

1622 

1903 

1.64 

1947 

2476 

1598 

1857 

1.51 

1948 

2311 

1558 

1840 

1.49 

1949 

2094 

1403 

1660 

1.49 

1950 

2038 

1421 

1780 

1.43 

1951 

2080 

1479 

1700 

1.41 


Variations in the numbers employed have been largely the re- 
sult of the war and the preparations preceding it. The sharp reces- 
sion of 1937 resulted in a slight decline in employment for 1933. 
After that, there was a steady increase, with a peak being reached 
in 1945. In addition to the greatly increased number of persons em- 
ployed, there was a large amount of overtime, which affected the 
size ci annuities and death benefits. Postwar ^ployment remained 
remarkably high, although it is not yet clear at what level employ- 
ment will become stabilized. 

A marked volume of turnover exists in the industry, as shown by 
the ratio of total to average employment for the different years. In 
1 Annual Reportt of the Ratkoad Rethemeot hoard. 
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the year of hl^iest turnover, whidi was 1943, it required on the 
average 182 persons to fill 100 jobs. Appiojdmately 1,1^,000 of those 
employed in 1945 left the industry, and in 1946 there were half a 
million new entrants, and 250,000 ex-servicemen returned. That 
hu^e volume of turnover is the principal explanation for the exceed- 
ingly large number of persons acquiring credits in the system. Not 
all of these will later become annuitants. 


Table 18. Railroad Retirement System: Age Distribution of Em-i 
ployees with Credited Compensation, by Specified Year 2 

(In Thousands) ' 


Age 

1937 

1940 

1945 


- 

Number 

Percent 

Number 





gn 

Total 

1738 

100.0 

1662 

100.0 

3085 

100.0 

2090 

100.0 

Under 20 

41.3 

2.4 

35.8 

2.2 

299.0 

9.7 

53.7 

2.6 

20-24 

183.3 


178.2 

10.7 

336.0 

11.0 

241.0 

11.6 

2&-29 

170.0 

9.6 

170.9 

10.3 

357.0 

11.6 

240.9 

11.5 

30-34 

190.9 





11.1 

226.4 

10.9 

35-39 

223.9 

12.9 

1 

11.5 

331.0 

10.8 

212.3 

10.2 

40-44 

222,7 

12.9 


12.9 

335.0 

10.9 

216.3 

10.4 

45-49 

217.6 

12.7 

208.4 

12.5 

327.0 

10.6 

234.8 

11.3 

50-54 

178.7 


193.0 

11.6 

276.0 

9.0 

217.5 

10.4 

55-59 

139.9 


155.4 

9.4 

229.0 

7.4 

196.0 

9.4 

60-04 

93.6 

5.2 

101.8 

6.1 

156.0 

5.1 

157.3 

7.5 

65-69 

56.1 

3.2 

38.5 

2.3 

68.0 

2.2 

72.7 

3.5 

70 and over 

19.6 

1.1 

8.1 

0.5 

18.0 

0.6 

17.1 

0.8 


Me<fian Age 41 42.1 Sai 41.6 


Age IMstrilmlioiM. Workers covered by the Railroad Retirement 
Act are on the average considerably older than those covered by 
the -Sodid Security Act For 1937, and counting only workers undmr 
65 years whose ages were known, 70.4 percent of Aose covered by 
the Sodal Security Act were imder 40, while only 46 j 6 percent of 
the rdlrcmd workers were under 40. But the age-pattern for railroad 
workers has changed appreciably since die retiremoit syston was 
iimugurated, as the figures in Table 18 show. 

.The war not onty increased the number of perscms empl<tyed> 

V ' • * Anmifll Esport* of the BaOroad BeHrement Board; The Moathiif Seekm, 
Cjiaabar I947,i p. 218. 
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but it also greatly imareased the proportion in the younger-age 
groups. The median age declined from 42.1 years in 19^ to S8.S in 
1942 and to 38.1 in .1945. Transportation was so critical during the 
war that young men employed in the industry were deferred from 
military service in large numbers. Older men were 'led to stay on 
for both patriotic and financial reasons. The number in active serv- 
ice at the end of the year increased from 39,600 in 1941 to 59,800 in 
1945^om 2.5 to 3.1 percent of all employees. For 1951 there were 
69,000, or 4.1 percent of all employees. It has remained high.* 

Compensation. The total amount of taxable compensation paid 
to workers covered by the Railroad Retirement Act and the average 
per individual, by years, are shown in Table 19, page 160. 

Total compensation declined slightly more than 10 percent in 
1938, because of the sharp business recession in that year. But as a 
result first of defense preparations and later of war activity, employ- 
ment and wages increased markedly and total compensation paid 
went up to $4.7 billion in 1947. Total compensation remained high 
for some years after the war. Average compensation is not high. 
The average for 1938 was only approximately $1243, but by 1^ 
it had reached $1482, and climbed to $2456 in 1951. Wage increases 
and Iowa: total employment had raised the average to $1920 for 

B There is a cbse relationship between age and continuity of employment 
For employees who were employed each of the years 1937-1945, the med ian 
age in 1945 was 51.8. In 1942 the median age of those with 12 months of serv- 
ice during that year was 46.7 years, while the median for those with less than 12 
months was onfy 32.6, a difference of over 14 years. Only 19.4 percent of those 
with 12 months of service wore less than 35 years of age, while 56.5 percent cf 
those wi^ less dum 12 months were imder 35. Again, 24.6 percent of those 
with 12 noonths of service were 55 or over, while only 10.6 perecent of those 
with less 12 months of sovice fell into these age groups. Ibis distribution 
is distorted by the effects of wartime employment and by seidorily regulations 
in the raiboad industry. 

More significant in the matter of age distributions than length of empk^- 
mmt are the various occupational classifications. Median ages of professimml, 
siq>ervisory and skilled classifications are considerably higho* than for others. 
In I9M, mo age for engineers was 56.1; for executives, {nofessional and 

stmervUnry, 50.1; for station agents, telegraphers and ^g formnen, 49.7; foe 
defiled maiirtenance-of-equipment workers, 48.1; for firemen and brakesnos, 
45.6; iot skilled maintenance-of-way aitd structures workras, 44.0. AQ the rest 
were the median age of 42.1, -and the youngest were the extra-gar^ rnen, 
whose age was <»ly 28.6. War employmofi affected this distrmfiim, 

but tt would appear to be fairly close to normal except for die undo&ed uA 
detkad groups, uhidi nonnalb would have KBnewhat higher median ages. Use 
mediaa ages in 1945 were down slif^dy. 
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Table 19. Total Taxable Compensation Paid to Workers Covered 
by the Railroad Retirement Act, by Year, 1937-1951 ^ 


Taxable Compensation 

Calendar Year Total Average 

(In Millions) 


1937 

$2259 

$1131 

1938 

2003 

1243 

1939 

2140 

1288 

1940 

2243 

1317 

1941 

2651 

1295 1 

1942 

3296 

1277 \ 

1943 

3938 

1367 \ 

1944 

4295 

1482 \ 

1945 

4333 

1440 \ 

1946 

4632 

1745 '• 

1947 

4744 

1920 

1948 

4943 

2135 

1949 

4598 

2200 

1950 

4698 

2310 

1951 

5109 

2456 


1947. However, these average figures do not have too much signifi- 
cance, for they include the earnings of a very large number of work- 
ers employed for very short periods of time.® 

A distribution of workers by amount of credited compensation 
shows a heavy concentration in the low brackets, as would be 
expected where many are employed for short periods of time. From 
one-fifth to one-fourth receive less than $200 annually. Many of 
diose no doubt earn some income in noncovered employment. The 
number who receive the maximum amount of creditable compen- 
sation is exceedingly small, and for a great many years constituted 
less than 2 percent of the total number employed. There is a high 

^Annual Report of the Railroad Retirement Board, 1951-^1952; The 
Monthly Review, July 1^8, p. 133, and August 1948, p. 165. 

^The percentage of the total working force employed for the entire 12 
months was 52.6 in 1937, reached 63.0 in 1940, and declined to 45.1 in 1944. 
Ihe percentage employed for only one or two months varied from 13 in 1939 
to 26.3 in 1945, and approximately 62.7 percent of those were in 1945 employed 
only one mondu The percentage empkwed four months or less varied from 19.7 
in 1940 to 37.4 in 1^5. The remaincler were fairly evenly distributed among 
die other total number of months of employment, except for those employed 
12 months, who in 1945 constituted 43.3 percent of the total. 
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degree of correlation between amount of earnings and length of 
employment. Practically all in the top-income brackets were em- 
ployed the year round. 


BENEFITS 

Before 1947, the railroad system's benefit structure consisted of 
retirement and disability annuities paid to employees, joint-and- 
survivor annuities when elected voluntarily by some employees in 
lieu of their standard annuities, pensions formerly paid gratuitously 
by railroad employers to certain of their older retired workers, a 
small class of severely limited survivor benefits, and a residual lump- 
sum benefit which served as a guarantee that the employee and his 
survivors would receive at least the amount of taxes paid into the 
system, with interest. Essentially it was a simple retirement system. 
That structure was altered drastically by amendments made in 1946, 
which introduced annuities for survivors and dependents and a fu- 
neral benefit. A spouse’s annuity, it will be recalled, was added in 
1951. The benefit structure is now a well-rounded one, more so than 
that of the Federal Old-Age and Survivors Insurance system. 

Totals. Table 20 shows the total number of monthly benefits of 
all types awarded under the Railroad Retirement Act, the number 
of them in current-payment status at the end of the year, and the 
amount of benefits paid, by years, sincQ the inception of the system. 
The total number of benefits awarded has increased slowly. Some 
diflBculty was experienced by the Board in securing employee serv- 
ice records prior to 1937 and consequently the Board was slow at 
first in certifying benefits. The big backlog of annuitants and p^- 
sioners was put on the rolls in 1937-1939. The next sharp increase in 
total awards came in 1946-1948, when what was essentially a simple 
retirement system was changed into one that provided also for sur- 
vivors. A similar increase occurred in 1951-1952, when the new 
spouse’s benefit was first awarded. The total number of awards 
made annually is now smaller than it otherwise would have been 
because the accounts of railroad employees with less than 10 years 
s^ivice in the industry are transferred at death or retirement to 
tire Federal Old-Age and Survivors Insurance systan. A study of 
dual covarage in the period 1937—1950 made by the Board showed 
that there were 6,420,000 em^doyees with earnings imder both sys- 
tems and that 6,190,000 of them had less tiian 10 years of railroad 
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Table 20. Raiboad Retirement System: Total Numbor of Monthly 
Bmiefits Awarded, Number in Current-Payment Status, and Amount 
of Payments in June, by Fiscal Year « 


Fiscal 

Year 

Number 

Awarded 

In Current- 
Payment Status 
at End of Year 

Benefit Pay- 
ments in June 

1936-37 

7,527 

7,223 

$ 851,266 

1937-38 

109,574 

108,240 

8,436,380 , 

1938-39 

37,688 

132,239 

9,108,744 

1939-40 

25,257 

144,290 

9,869,510 1 

1940-41 

22,217 

153,094 

10,349,958 \ 

1941-42 

17,611 

156,963 

10,800,027 \ 

1942-43 

17,464 

160,045 

11,088,360 \ 

1943-44 

19,284 

164,125 

11,375,847 \ 

1944-45 

21,827 

171,452 

12,246,147 ' 

1945-46 

28,392 

185,137 

13,363,565 

1946-47 

62,913 

231,213 

16,648,472 

1947-48 

120,629 

320,140 

19,147,472 

1948-49 

66,960 

356,155 

24,493,161 

1949-50 

64,814 

387,329 

26,161,926 

1950-51 

56,872 

407,871 

27,050,889 

1951-52 

136,726 

503,093 

38,925,348 

1952-53 

104,400 

531,100 

40,436,437 


smrvice. By end of June 1953 nearly one million monthly awards 
had been made. 

Hie number of monthly benefits in current-payment status— that 
is, actually being paid— has mounted steadily, experiencing marked 
increases first when die backlog was put on the rolls and then as 
new benefits became payable. The half-million mark was reached at 
the «id of die fiscal year 1951-1952, during which die spouse’s bmie- 
fit first became payable. At the end of June 1953, 531,100 monthly 
benefits were in currmt-payment status. 

The amount of money paid out inoreased slowly as die system ac~ 
qidied maturity, slmwing marked changes a« the number and 
amount of mondify baiefits increased, after 1946 and 1951 espe- 
dalty. In June of 1953 the monthly total mcceeded $40 million for 
jfiie first time. In that fiscal year a grand total of $460.4 million wu 
paid out in retiremoit and survivor benefits, up ocmsiderably from 
fihe $894.2 '^lillioB paid during die {neceding fiscal year. Hw total 

*Aiwit«ai BepotU of ihe RaUroad ReHrement Board; The Mdndd^ Re- 
jjMeH^ Angn$ 19i&. 
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will continue to increase as the system matures stiU more and as tlie 
benefit formulas are further liberalized. 

Table 21 gives a summary statement of benefit operations for the 
fiscal year 1952-1953. It shows the number of specific ben^ts 
awarded during that year, the number of current-payment status at 
the rad of the year, and the average monthly amount paid for eadi 
of the benefits as of that date. Each of these benefits is discussed in 
some detail in the following paragraphs. 


Table 21. Railroad Retirement System: Employee and Survivor 
Benefits for 1952-1953 


Class of Benefit 


Age 

Disability 

Spouse’s 

Aged widow’s 

Widowed mother's 

Child's 

Parent's 

Pensions 


Number 

In Current- 

Average 
Montmy 
Amount, 
June 1953 

Awarded, 

Payment Status, 

1952-1953 

June 30, 1953 

24,121 

195,718 

$96.83 

9,033 

78,731 

92.91 

22,921 

91,286 

36.33 

13,261 

96,520 

42.79 

2,296 

12,504 

51.42 

4,658 

46,165 

33.21 

118 

1,083 

41.85 

. . . 

4,735 

79.29 


Employee Annuities. The solid core of the Railroad Retirement 
system consists of annuities paid to employees on the basis of their 
employment and pay in the industry, alAough survivor annuiti^ 
have assumed considerable importance. There are three types of 
employee annuities: age, disability, and pensions. 

Annuities. Employees may retire at age 65 with their full 
annuities. Women with at least 30 years of service may retire at age 
60 widi full annuities. Men with at least 30 years of service may aim 
retire at age 60, but with reduced annuities. 

The total number of full age annuities being paid at toe end of 
toe fiscal year 1951-1952 was 170,800, and nearly one-half of these 
had been awarded since 1946. On the average, the r^ired anmii* 
tants Were 73.7 years old, and 22,400 of them averaged mote toan 
80 yean of i^e. The average age of those whose annuities began id 


'im. 
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1951 was 68.1 years. The average monlhly amovmt recd.ved by these 
aimuilants for December of 1951 was $95.62.^ 

Railroad employees obviously hold tenaciously to their jobs. At 
the end of 1951, 4.1 percent of aU railroad employees in active serv- 
ice were 65 or over, the highest percentage recorded since data be- 
came available in 1937, when the percentage reported was only 2,6. 
The proportion of those retiring immediately on attaining age 65 
has shown a downward trend; it amoimted to 16 percent in 1951. 
Since service and compensation after age 65 may now be counted/ in 
computing the monthly amount, the size of retirement annuities 
increase, and some employees may well postpone retirement in or- 
der to receive higher annuities. \ 

Not many receive annuities reduced because they retired, with 30 
years of service, between ages 60 and 65. At the end of 1951 ther^ 
were only 11,500 of these, their average age was 69.5 years, and 
their average monthly annuities amounted to $93.95, which was very 
little less than the amount of the full annuities being paid. 

During the fiscal year 1952-1953, a total of 24,121 age annuities, 
full and reduced, was awarded, 195,718 were in current-payment 
status on June 30, 1953, and the average monthly amount waSj 
$96.83. However, the average of the annuities awarded during the 
fiscal year was $105.32, as compared with $94.61 for those awarded 
in the preceding fiscal year. 

Disability Annuities. The railroad system provides that a dis- 
abled employee may receive an annuity. That this feature of the sys- 
tem is of vital importance is shown by the fact diat on June 30, 1953, 
diere were 78,731 of these annuitants on the rolls, slightly more than 
40 percent as many as the age annuitants. The number of disability 
annuitants added to the rolls has declined steadily each year for 
some time. For example, in 1947-1948, 21,800 disability awards were 
made, whereas for the fiscal year 1952-1953 only 9000 were made. 
The average monthly amount paid was $92.91, only slightly less 
than die average paid to age annuitants. Nearly three-fourths of the 
annuities ranged from $60 to $120. Most of the* disabled annuitants 

8 A distribution of all full age annuities in cuirent-payment status on 
December 31, 1951, by size shows that 6 percent of them were for 1^ than 
$30; 7 percent ranged from $30 to $60, 24 percent from $60 to $80, 16'percent 
£rom $80 to $100, 29 percent from $100 to $130, 12 percent from $130 to $150, 
and 7 percent from $150 to $165.60. Thus 51 percent of those on full annuities 
were reoeivir^ less than $100 a month. By contrast, the distribution for Decem- 
ber 1945 showed that (mly 1.1 percent were receiving as much as $120. 



THE RA^ROAD RETIREMENT SYSI^Ms OHSEIATIONS 166 

were older persons, the average age at die end 19^ bdng 63.S 
years. The average age of these annuitants has declined steadily 
since the system was first established; the average age of those to 
whom such annuities were awarded in 1951 was ^ years. Very few 
annuitants went on the roll before they were 50. 

Pensions. When the Railroad Retirement system was adopted, 
47,836 persons then receiving “gratuitous” pensions from railway 
companies that had established individual retirement programs 
were transferred to its rolls, and a few were added still later. They 
now constitute a “closed group,” since others are retired under the 
provisions of the system, and they are gradually dying off. At the 
end of June, 1953, there were only 4735 in current-payment status, 
a decline of 17 percent as compared with the preceding year-end. 
The group was very old, averaging about 85 years. The average 
monthly benefit amount was $72.29, having risen steadily from 
$57.88 in June of 1937, and then declined somewhat. Approximately 
two-thirds of them had been pensioned by their employers because 
of disability rather than age. Shortly they will be numbered in the 
hundreds, and in due time none will be left. 

Survivor Annuities. The railroad system first made provision 
for monthly survivor benefits in 1946, effective in January 1947; the 
spouse’s annuity was not added until 1951. The structure of benefits 
for survivors and dependents is now similar to that in the Federal 
Old-Age and Survivors Insurance system, and in some respects the 
railroad system is superior. 

Spouse’s Annuity. As yet very little can be said about the 
spouse’s benefit because it was so recently established. As of June 
30, 1952, a total of 85,034 had been awarded and 80,559 were in 
current-payment status. This large number reflects the backlog that 
was put on the rolls immediately after the benefit was established. 
At the end of June 1953, the number receiving the spouse’s benefit 
had grown to 91,286, a 13 percent increase over the preceding year, 
'The average monthly amount received in Jime 1953 was $36.33.® It 
will be recalled that the spouse’s monthly benefit amount may not 
exceed $40. The wives of almost 40 percent of retired employees 
were receiving the benefit. As in the Federal Old-Age and Survivors 
Insurance system, a few dependent husbands of retired women em- 
ployees were also receiving it. 

® The Monthly Review, August 1953, p. 146. 
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Widow's Annuity. Before ^ amendments (rf 1946, a railroad 
empk^ee, if he so desired, could make a joint-and-survivor election 
which paid him a reduced annuity on retirement but provided an 
annuity for his surviving wife after his death. These were not popu- 
lar, despite e£Forts made by the Board to encourage their adopticm. 
And diey were not popular because die two combined were equal in 
value to the single-life annuity upon which they were based. In 
odier words, the employee merely divided his annuity into two 
parts. Only 127 were elected in the fiscal year 1952-1953, only 4^84 
were in current-payment status at the end of diat year, and the aver- 
age amount being paid in June 1953 was $45.65. As noted above, 
this type of arrangement serves no further purpose and ivill discm- 
pear altogether from the benefit structure. \ 

The widow’s and widower’s annuity provides for the surviving 
spouse, without the necessity of an election. Through June of 1953, 
a cumulative total of 121,115 of these had been awarded. At die end 
of June 1953, diere were 96,520 of them in current-payment status, 
sUghdy more than the number of spouse’s benefits. The average 
monddy amount paid in June 1953 was $42.79, which was somewhat 
higher than for the end of the preceding year. i 

Mother’s and Childs Annuities. Through June 1953, a cumula- 
tive total of 32,171 benefits had been awarded to widowed mothers 
with children under 18 in their care. There were 12,504 in current- 
payment status as of June 30, 1953. The average monthly amount 
being paid as of that date was $51.42, although it has increased 
smnewhat since then. The average of those awarded in October 1953 
was $52.01. 

The number of children’s annuities awarded through June 1953 
totaled 78,704, approximately 2.5 for each widowed mother’s annu- 
ity. Nearly one-half of these awards were made in the two fiscal 
yean 1647-1948^ because there was a backlog of applications that 
wme processed during those years. As of June 30, 1953, there were 
tf,165 children’s annuities in current-payment status. The benefit is 
terminated when the child reaches 18 or the motiier remarries. The 
average monthly amount as of June 30, 1^3, was $33.21, an ap^e- 
r&ble increase over the $28.65 average as of June 30, 1952. . 

fasents Annuity. As hi the Federal Old-Age and Survivors sys- 
. tern, haunts to parmts represent an insigaifioant fraction oi tim 
ft^l number of awards. Throu^ June 1953 a cumulative total oi 
1674 had bem awarded, semrly osm-hhtf ol thorn vh'en tiie 
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braefit first became payable. In the fiscal year 1951-1952, only 129 
were awarded. As of June 30, 1953, there were 1083 in current* 
payment status and the average monthly amount was $41.85, a 
sizable increase over die $35.57 average at the end of the preceding 
year. 

Lump-Sum Payments. Residual lump-sum payments, covering 
cases in which at death the total amount received in monthly bene- 
fits by the employee and his dependents and later by his survivors is 
less Aan the total amount of taxes paid by die employee, accumu- 
lated at interest, have been a feature of the railroad system since its 
inception. The need for this guarantee is strongly felt by railroad 
workers. A cumulative total of 185,167 residual lump-sum awards, 
totaling somewhat more than $70 million, had been made by the 
end of June 1953. Mosdy these have been for deaths before retire- 
ment began. The number awarded annually fluctuates considerably. 
For 195^1953 7602 were awarded, and the average payment was 
$922, a 16 percent increase over the $789 for the preceding year. 

Insurance lump-sum benefits payable when there is no survivor 
entitled to a monthly benefit for the month in which the employee 
died were introduced in 1947. This may be regarded as a funeral 
benefit. The amount is 10 times the deceased employee’s basic 
amount. A cumulative total of 131,005 had been awarded at the end 
of June 1953. During the fiscal year ending in 1953 a total of 20,200 
were awarded; the average amount paid was $428, an increase of 21 
percent over the $354 average for the preceding year. It will be 
noted that the average sum paid under the railroad system consider- 
ably exceeds the maximum amount possible under the Federal Old- 
Age and Survivors Insurance system. 

Benefit Comparison. The benefit structures of the Railroad Re- 
tirement and the Federal Old-Age and Survivors Insurance systems 
are basically alike. But the average monthly amounts payable under 
the railroad system are higher— in some instances appreciably so. In 
making comparisons of the two systems, however, it must always be 
borne in mind that the combined tax rate for the railroad system is 
mudi hi^er than tiie combined rate for the general Federal system, 
much higher even than the combined maximum ultimately expected 
under the latter system. It is this higher combined rate that makes 
possible the more liberal benefits under the railroad system. The av- 
erage benefit amounts which foUow are for benefits in current-pay- 
mrat status at the end of December 1952. 
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Benefit 

Rafiroad System 

FOASI 

OH-^ge 

$95.49 

$49.25 

Aged wife’s 

36.46 

26.01 

Child’s 

32.05 

31.30 

Widow’s 

42.58 

40.67 

Mother’s 

49.78 

36.13 

Parent’s 

40.44 

41.43 


The most striking differences are in the old-age, the wife’s, and 
the mother’s benefits, the amounts paid by the railroad system b^g 
appreciably higher than those under the Federal Old-Age and jSur- 
vivors Insurance system. Children, widows, and parents fared alMut 
the same in both systems. The average liimp-sum death benefit Wi- 
der the railroad system was $431, whereas for the Federal systenk it 
was only $178.20. It will be recalled that in addition to this funmal 
boiefit the railroad workers are guaranteed a residual lump-sum 
payment in cases in which the total amount received in monthly 
benefits is less than the employee’s taxes accumulated at interest. 
The railroad system also has a disability benefit 

Appeals. Claims for benefits, and other issues as well, are deter- 
mined in the first instance by ofiScials of the Bureau of Retiremeii^ 
Claims, and in nearly all cases their dedsions are accepted. Bureau 
officials may reopen a case when additional evidence is discovered 
or obtained, or on further consideration of existing information diey 
may change an original decision. But these decisions are not neoes- 
sarUy final. Persons who consider themselves aggrieved may take 
their cases to the Appeals Council. Decisions made by the Council 
may in turn be appealed to the Board itself. Relatively few appeals 
have been taken to date. 

For the 16 years ending in June 1952, a cumulative total of 4612 
Bureau decisions were passed upon by the Appeals Council.^° In re- 
cent years the number of appeals taken has decreased appreciably. 
Those takoa have involved questions of eligibility for bWefits, tte 
benefit amount awarded, and employer coverage. Tim decisions ren- 
dered Council in these cases mUy be ndcm to indicate Aat 

tile IBiWmu Retirement Claims has acbninistmed tiie law faitii' 
hilty and wiiA a minimum of errors. In 92 percent of the oases, the 
ifeciidoh made by the Bureau was sustained by the Council. In only 
8 jpensent was tile Bureau’s decision reversed. 

.Belativd|r few cases are taken from the j^qpeah Council to tiie 
; t.. ia Amual Reportt of the BaHmad BOkmeni Woani. 
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Balfaoad Retiremeat Board itsdf iox final administrative review. 
Ibrou^ June 1952, a cumulative total of onfy^ 594 dedstons cm ap- 
peals were rendered by die Board; this was approximately one-tentb 
the number disposed of by the Coimcal. In 93.6 percent of tbe 
peals, tbe Board sustained the decision of the Bureau. 

The madhinery for resolving disputes involving administration of 
the Retirement Act by the Bureau, the Appeals Council, and the 
Board has proved so satisfactory to all concerned that few cases are 
appealed to the courts. 


FINANCIAL ASPECTS 

Although the Railroad Retirement Act authorizes Congress to ap- 
propriate as much money as is needed to meet all obligations, the 
system is self-supporting and is intended to be so. 

Receipts and Expenditures. Payroll taxes levied on employers 
and employees are collected by the Bureau of Internal Revenue. 
Amounts due for the first two months of each calendar quarter must 
be paid by the 15th of the following month and for the third month 
by the end of the next month. These sums are filrst placed in the 
Treasury’s General Fund. The Secretary of the Treasury is audior- 
ized to transfer the taxes as they are coUected to the Railroad Re- 
tirement account. Benefit payments are made from the funds thus 
transferred. Congress does, however, specify the maximum amount 
of money that may be used for administrative expenses, and it ap- 
propriates enough money to meet the cost of crediting military serv- 
ice. Any excess of taxes collected and appropriations over benefits 
paid and administrative expenses is invested in special Treasury 
not» bearing 3 percent interest. This ccmstitutes die system’s re- 
serve. 

Table 22 shows receipts, expenditures, and balances in the rethe- 
ment account by fiscal years since the system has been in opmatton. 
The -cumulative total of taxes collected through June 1953 is $5720.0 
million, with interest amounting to $476.9 m^on. Benefit payments 
made daring this period amounted to $3,273.5 million, and a^hninis- 
trative expenses to $63.1 million. 

Tax eductions have generally increased, to some extent as Mo- 
^oymoit and wage rates increased, but also as the contribution 
rates, wet^ <cq>. They are Mkely to levd off in the tertme, and to ffuo 
ttti^ with in die gmeral level of business acdvffy, mdeta 
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Table 22. Railroad Retireoaent System: Reodpts, Expoaditures, 
and BalaiKie in the Retirement Account, by Fiscd Year, 1935-1953 

(In Millions) 


i 

1 

Fiscal 

Year 

'' 

Receipts 

Expenditures 

Balance 

Taxes 

Interest 

Benefits 

Adminis- 

tration 

at End of 
Period 

Through 
June 1938 

$150.5 

$ 1.4 

$ 87.2 

$4.7 

$ 60.fr 

1938-39 

109.3 

2.2 

107.1 

2.9 

74.1 

1939-40 

121.0 

2.3 

114.0 

2.8 

82.3 

1940-41 

136.9 

2.5 

121.8 

2.9 

76. a 

1941-42 

170.0 

3.1 

126.7 

2.9 

94.l\ 

1942-43 

208.8 

5.8 

130.9 

2.8 

183.9 \ 

1943-44 

267.1 

9.8 

135.2 

2.4 

321.2 \ 

1944-45 

285.0 

15.2 

142.5 

2.4 

502.7 

1945-46 

282.6 

19.9 

153.8 

2.7 

660.0 

1946-47 

380.1 

24.2 

173.1 

4.7 

810.3 

1947-48 

557.1 

38.9 

224.9 

5.0 

1382.7 

1948-49 

563.8 

50.9 

283.1 

4.9 

1725.1 

1949-50 

550.2 

62.2 

301.5 

4.9 

2063.7 

1950-51 

577.5 

70.2 

317.1 

4.7 

2420.0 

1951-52 

735.0 

78.9 

394.2 

6.3 

2869.0 ’ 

1952-53 

625.2 

89.3 

460.4 

6.1 

3147.0 


contribution rates are again increased or die taxable base, is raised. 
The large sum reported for 1951-1952 represents collections for 14 
months; this resulted because the quarterly basis for collecting taxes 
was abandoned and a monthly system adopted. Had the old system 
been used, total taxes for 1951-1952 would have been about ^27.0 
milli on. Benefit expenditures have steadily increased as accrued lia- 
bilities matured. The marked increase beginning in 1947-1948 re- 
flects siurvivor benefits which became payable then. Subsequent 
increases in ben^t amounts and the spouse’s benefit introduced in 
1951 have made for still larger outiays. Benefit payments will con- 
tinue to increase as more accrued liabilities mature. There has been 
a steady increase in the size of the reserve, to $3147.0 million on 
June 30, 1953. This reserve will continue to grow until expenditures 
exceed inc(»ne, which as things now stand will be in the near- future 
unless the tax rates are raised. 

AetiurbI Aspects. The Railroad Retirement Act requires that 
at least once every three years die liabilities incurred by the Systran 
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shall be estimated and compared with the resources for meeting 
them. This is done in order to determine whether the rates charged, 
together with the resources of the Trust Fund, will be adequate to 
cover the accrued liabilities as they mature in the future. The fifth 
actuarial valuation of assets and liabilities was made as of Decem- 
ber 31, 1950, but the actuaries also took into consideration the 
amendments of 1951 and 1952.^^ 

The problem of estimating the tax rates needed to finance the sys- 
tem over a long period of years is not simple, especially in troubled 
times such as we have experienced in recent decades and will no 
doubt continue to experience in the future. Assumptions must be 
made regarding future trends in such matters as employee with- 
drawal rates, number of dependents, retirement and death rates, 
and wage and salary levels. These assumptions may be too conser- 
vative or not conservative enough. Amendments to the law, usually 
liberalizing benefit amounts or conditions of eligibility, further com- 
plicate the problem of planning for a balance between accruing lia- 
bilities and anticipated income. The actual trends in these and other 
matters that vitally affect actuarial soundness become known only 
as time passes. 

The test of actuarial soundness usually applied to governmental 
systems of this kind is whether future income from contribution 
rates and interest will provide the amount of money necessary to 
meet all obligations as they arise. The function of the trust fund, or 
reserve, is to serve as a capital sum that yields interest. Contribution 
rates must make up the difference. 

It is impossible at any given time to tell by means of this test 
whether a system's finances will be sound at any future date if that 
date is an extended one. This is so because it is impossible to know 
in advance whether the basic assumptions regarding future trends 
will be realized. Nevertheless, estimates are necessary and useful, 
and are made periodically. 

Tile Railroad Retirement system has had an unamortized liability 
since its inception. Contribution rates and interest on the Trust 
Fund have never been considered adequate to meet the estimated 
liabilities of the future. In the first years a deficit was inevitable be- 
cause large numbers of older workers became eligible for benefits 
and their contributions could not possibly finance those bendSts* 

Annual Report of the Ra&road Retirement Board, 1952-1953, Ap- 
pendix A, pp. 129-216. 
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Thus the system started with a large aoonied liabdity. However, the 
siiK of diis anamortized liability has increased steadily. It rose from 
(3.4 billion in 1938, to $5.5 billion in 1941, to $7.4 billion in 1947, 
and to an estimated $14.6 billion in 1951. The marked increase for 
1951 over 1947 resulted .largely from the benefit liberalizations in- 
troduced by the amendmmits of that year; this figure allows also for 
a further small increase in benefits in 1952. As of 1953, the system’s 
unfunded liability was increasing somewhat more than $45 million 
a year. | 

The maximum combined contribution rate required to brins as- 
sets and liabilities into balance was estimated in 1951 at 13.41 jier- 
cent, of which 0.15 was for administrative expenses. This comp^^ 
with die required rate of 12.72 percent reported for the 1947 valua- 
tion. Ihe maMmnm combined rate under the law as it stands is 13.5 
percmit, and diis became effective in 1952, Rates were not raised 
when the benefits were liberalized in 1951. The deficit is therefore 
a|^roximately 0.9 percent of taxable pay rolls. This relatively small 
diffw angfi in rates was achieved by making substantial, and quite 
probably justifiable, changes in basic assumptions compared with 
those used in die previous valuation. Transfer to the Old-Age anjd 
Survivors Insurance system of employees ivith less dian 10 years of 
railroad service was also a factor cff importance, sinc^ this reduced 
die railroad system’s liability. 

The fact that there is a really substantial burden of unamortized 
liability does not mean that the railroad system is in serious danger 
or even that major changes must be made in the benefit structure. It 
is not dear how the defidt is to be made up, assuming that it will be 
fwiid^ up. Favorable economic conditions, induding low retiremmit 
rates, could reduce its size appredably. At this time die Congress 
intends for die system to pay its own way. It is not likely that bene- 
fits will be reduced; it is more probable that furdier liberalization 
will take place. Rate increases appear to be the only jH-acticable way 
out However, the rate is already high, and pressure against furtha 
increases may well develop, espedally if ec^omic conditions are 
not favorable. 



CHAPTER EIGHT 


FEDERAL CIVIL SERVICE 
RETIREMENT SYSTEMS 


Tibe Federal government has always been faced with the problem 
of competing for its personnel with private concerns which in many 
instances pay higher salaries and offer more rapid promotion. One 
of die ways in which that competition has in part been met is 
the introduction and refinement of retirement systems. But because 
of the spoils system which preceded the Civil Service Act, public 
hostility or unfriendliness to government employees, the relatively 
small number of Federal employees until recently, and the absence 
of widespread pension plans in private industry, the system was 
slow to materialize.^ 

THE U.S. CIVIL SERVICE RETIREMENT ACT 

Several separate acts make up an uncoordinated Federal retire* 
ment system. The principal one of these, which includes most Fed- 
mal employees, is known as the Civil Service Betirement Act. This 
law vms enacted on May 22, 1920, and has been improved and liber- 
alized numerous times through amendments. 

Coverage. The Act, as amended, applies to all officers and em- 
ployees in or under tire executive, legislative, and judicial branches, 
inclnding employees of government-owned corporations and heads 
of all departments, independent establishments, and agencies in the 
executive branch, except employees excluded from coverage 
executive order and those subject to ajiother public retirement sys- 
tem. It ako covers District of Columbia officers and empk^^ not 
subject to another retirement system, and dtizen employee of the 
Panama Canal, the Panama Railroad, and the Alaska Bailroadi 

1 tJJS. Civil Sovice Commission, Hktoiy cf ^ Fedard Ck& Serdee, IfSO 
to Washk^jion, 1941. 


17S 
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It does not cover elective oflScers in the executive branch of the 
government. Certain elective ofiBcers and employees in the legisla- 
tive branch are not compulsorily covered, but they are given the 
privilege of voluntarily electing to come under the Act provided they 
do so in writing within six months after appointment or after taking 
the oath of office. The Act does not apply to temporary and inter- 
mittent employees of the House and Senate, and the Architect of 
the Capitol may exclude any of his employees whose tenure is tempo- 
rary or of uncertain duration. The President may exclude any officer, 
employee, or group in the executive branch whose tenure of ol^ce 
or employment is intermittent or of uncertain duration. 

An Executive Order excludes persons who are employed for One 
year or less, those whose employment is periodic, part-time, or recur- 
rent and for whom regular tours of duty are not contemplated, em- 
ployees and consultants paid on a contract or fee basis, piece workers 
not serving under regular or permanent appointments, those serving 
without pay or for a nominal fee of $12 or less per year, cooperative 
employees not wholly under the control of the Federal government 
and who are not otherwise subject to the Retirement Act, intermittent 
alien employees working outside the continental limits, member and 
patient employees in Government hospitals or homes, temporary 
employees whose eligibility for permanent or indefinite appoint- 
ments is being determined, acting postmasters, clerks in fourth-class 
post offices, substitute rural carriers, special-delivery messengers at 
second, third, and fourth-class post offices, and some others. 

Retirement The compulsory retirement age is 70, provided at 
least 15 years of creditable government service have been com- 
pleted. This rule applies to the vast majority of Federal workers. 
An employee who reaches the compulsory retirement age before 
s^idng die 15 years may be continued in Federal employment until 
he completes that period of service. The President may by executive 
order continue any employee beyond the compulsory retirement age 
even though the 15-year minimum requirement has been served, 
when in his judgment the public interest so requires. An amendment 
to tihe Act approved February 28, 1948, took from the employing 
agency its previously existing right to request the retirement of an 
employee where it felt that the employee was disqualified to render 
satisfactory and efficient service. 

Persons receiving an annuity and who have reached the age of 
:09 may not again he eligible to appointment unless die appointing 
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authority determines that they have special qualifications. If such a 
person is reappointed immediately following retirement or later, the 
annuity is not reduced or discontinued, nor are retirement contribu- 
tions collected from him during his period of reemployment, but an 
amount equal to the annuity he is receiving is deducted from his 
pay while he is so employed. The period of service under such reem- 
ployment is not creditable for retirement purposes. 

Employment outside the Government will not affect an annuitant’s 
right to receive his annuity, except possibly in the case of a disability 
annuitant. 

Methods of Computing Annuities. There are two simple for- 
mulas used in computing the annuities. One is to allow 1.5 percent 
of the average annual basic pay for any five consecutive years of 
service, when such average is $5000 or more, multiplied by the total 
number of years of creditable service. The other, used when the pay 
average is less than $5000, is to allow 1 percent of that average basic 
pay, add $25 to that, and multiply by the total years of creditable 
service. However, no annuity may exceed an amount equal to 80 
percent of the highest average annual five-consecutive-year pay re- 
ceived. This will affect only low-salaried employees witfi long serv- 
ice. The 80 percent limitation does not apply to the extra annuity 
which employees may purchase by making voluntary contributions. 

Retirement Annuities. 

Age and Optional Annuities. Those retired at age 70 who have 
fulfilled all of the requirements receive age annuities. There is, how- 
ever, provision for retirement with an annuity before age 70. Any- 
one 60 years old who has had at least 30 years of service, or anyone 
62 years old with at least 15 years of service, has the option of re- 
tiring with an annuity. This is a matter of personal choice. An em- 
ployee with at least 30 years of service may retire upon reaching age 
55, or later, but he will receive an annuity reduced by one-fourth of 
1 percent for each month he is under age 60. 

Discontinued Service Annuities. Any person with 25 or more 
years of service who becomes separated through no fault of his own 
and not for cause on charges of misconduct or delinquency may 
receive an immediate annuity reduced by one-fourth of 1 percent 
for eadi full month he is under age 60 at the date of separation. 

Any person who has at least five years but less than 20 yea^ of 
creditable civilian service and who, before he is eligible for reth^ 
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misnt, becomes absolutdiy separated £iom the govenimeDt swvice 
may elect to receive either:- (1) a deferred annuity computed as 
desoibed above, beginning at age 62, or (2) a refund of the total 
amount be bas paid in plus interest at 4 percent before 1948 and at 
3 percent thereafter. An election to receive a deferred aimuity may 
be changed at any time after withdrawal and before age 62. 

Joira-and-Survivor Options at Retiremeta. There are two ways 
in which annuitants may share their retirement income with certain 
survivors. These are cases where the retired person accepts a| re- 
duced aimuity during his lifetime and at his death someone else 
receives an annuity. Such arrangements are optional with the Em- 
ployees at the time of retirement. 

Under what is sometimes called option 1, any married employlee 
may elect to receive an annuity reduced by 5 percent of the first 
$1500 and 10 percent of the amount above that and a further reduc- 
tion of three-fourths of 1 percent for each full year the spouse is 
under age 60, but the total reduction is in no case to exceed 25 per- 
cent of the full aimuity. After the insured’s death, the surviving 
spouse will receive an annuity equal to 50 percent of the full an- 
nuity. Ihe spouse’s annuity will begin upon attainment of age 50 i^ 
younger than diat when the insured dies, or upon the insured’s 
death if die spouse is 50 or older, and it will continue until remar- 
riage or death. Should the spouse die before the insured, no change 
in die election will be permitted; nor will the size of the annuity be 
increased. This option is available under any plan except that for 
discontinued service after five or more years of civilian service. 

Under option 2, any unmarried employee, male or female, who is 
^gible to an age, optional, or 25-year-service retirement annuity, 
may elect to designate as a survivor-annuitant anyone who has an 
“insurable interest” in him, i.e., anyone who would suffer a finandal 
loss in the event (ff his death. An insurable interest is presumed in 
case of persons of near relationship. If this option is chosen, the 
employee's annuity will be reduced. If the designated survivor is as 
dd or oldw than die annuitant or less than five years younger, die 
annuity is reduced to 90 percent. If the designated survivor is more 
«IpT> five years younger, then the annuity is further reduced by 5 
^cent for each five additional years the survivor is younger, dq«m 
to 70 perc^tif the survivor is 20 but less than 25 years youngm', and 
|p fiD pereimt.if 25 or more years younger. The survivor’s annuity is 
fCfomit d redticed, not the fu^ ammity* l^irdieniMMr^ ^ 
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dectioD may sot be made uide» the eo^kiyee at xetirement talms a 
physical ex a min ation and is found to be in good healtii. 

Tbese reduced employee annuities are not establidied on a stri^fy 
actuarial basis and in most instances are more favorable to fte 
annuitant For married men the bargain is usually from 10 to 30 
percent, but in some instances is 80 percent For unmarried em- 
ployees the advantage is considerably less. And in both cases there 
will be not a few instances in which the annuity is lower than would 
be yielded if computed on a stricdy actuarial basis. 

A Retroactive Provision. The Act was amended in 1948 to au- 
thorize an increase in the annuities of persons already retired, of 25 
percent or $300, whichever was less. But each married anniiitant 
who elected to forgo the increase before the amendment became 
^ective would thereby enable the spouse, on the annuitant’s death, 
to receive an annuity equal to one-half that of the retired employee, 
but not in any case to exceed $600 a year. In 1950 a further amend- 
ment was passed restoring the full increase and allowing the 
spouse’s annuity as well. 

DisaUlity Annuities. Provision is made for the retirem«it of 
disabled employees. Any employee subject to the Retirement Act 
who has served as a civilian for not less than five years and who, be- 
fore he meets the age and service requirements for regular retire- 
ment, becomes totally disabled for “useful and e£Bcient service in 
the grade or class of position occupied” or in any other position of 
the same grade or class, may be retired on an immediate annuity 
regardless of age. However, the disability must be the result of dis- 
ease or injury “not due to vicious habits, intemperance, or willful 
misconduct” on the part of the disabled employee. Proof that the 
employee was free from these defects fm die five years immediately 
preceding disability may be required. Retirement may be at the 
request of the disabled employee or at the request of the head of 
his . department or agency. But no one diall be so retired unless 
examined and foimd disabled by a physician or board of physicians 
designated by the Civil Service Commission. Application must be 
made before separation, or within one year after separsiticm horn 
the service unless die person is hospitalized or disabled becanse cl 
mental incompetence. 

The amoimt of a disability annuity payable is determined in the 
same manner as for odier retirement annuities. Unless the disabflRy 
h pamanont; annual |diysical examinations by iq^Hrovad phytikda^ 
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are genially required until age 60 is readied, and special exaniina> 
tions may be ordered at any time. Failure to appear for the examina- 
tion will result in the suspension of the annuity until continuance 
of the disability can be satisfactorily established. 

If there is recovery before age 60 sufficient to permit appointment 
to an appropriate position fairly comparable to the one occupied 
at the time of retirement, the annuity be continued temporarily, 
but not to exceed one year, in order to enable the employee to locate 
any appropriate available position. If such a position cannot! be 
found, the disability annuity is discontinued and he then becomes 
eligible for a deferred annuity beginning at age 62. \ 

A person receiving payments under the Federal Employees’ Ccm- 
pensation Act, which covers occupational disabilities, may not alim 
receive an annuity covering the same period of time, but the injured 
employee may choose the higher of the two payments. However, a 
widow receiving a civil service annuity on her own account as an 
employee may also concurrently receive payments under the Em- 
ployees’ Compensation Act on account of the death of her husband. 
Where a lump sum has been awarded under the compensation law 
and a disability aimuity has been paid or becomes payable on act- 
count of that same disability, the amount of the lump-sum payment 
attributable to the period for which the annuity is payable must be 
refunded to the compensation fund. 

Special Annuities. Provision is made in the Civil Service Re- 
tirement Act for special treatment to two groups of persons. 

Members of Congress. In August of 1946, provision was made 
for the inclusion of members of Congress in the Civil Service Retire- 
ment system. Senators, Representatives, Delegates from the Terri- 
tories, and the Resident Commissioner from Puerto Rico may come 
under the Act if they apply in writing within six months after the 
date (m which they take the oath of office in their respective posi- 
tions, or, for tirose then in office, six months after August 2, 1946. 
These different officers will all hereafter be referred to as Congress- 
m^ 

In order to be eligible for an aimuity, a Congressman must have 
served at least six years, must be at least 62 years old, and must no 
longer be holding office. But in case disability occurs while in office 
after five years of service have been render^ one may retire widi 
ata annuity irrespective of age, 

Ihe nonforfeiture life annuity consists of an amount equal to 
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percent of the average basic pay as a Congressman multiplied by 
the years served as a member. However, it is not to exceed three- 
fourths of the salary being received at the time of separation or re- 
tirement from office. Congressmen may elect to receive a higher 
forfeitable annuity or a lower joint-and-survivor annuity. 

The annuity must be paid for with contributions based on annual 
basic pay, and no Congressman is eligible for an annuity unless he 
has made such contributions covering the last five years or more of 
service. A member may deposit payments on the salary of previous 
years served, plus interest at 4 percent for service before 1948 and 3 
percent thereafter, compounded annually, and in this way provide 
for a higher annuity. For service between August 1, 1920, and June 
30, 1926, 2.5 percent of basic pay must be deposited; 3.5 percent for 
service between July 1, 1926, and June 30, 1942; 5 percent for serv- 
ice between July 1, 1942, and August 1, 1946. These are the same 
contribution rates that have been paid by other covered employees 
during these same years. The rate has been 6 percent for service 
from August 2, 1946. 

Congressmen who are separated before six years of service and 
who are not retired for disability will be refunded the amount they 
have contributed or deposited, accumulated atlnterest. Should they 
later be reelected or appointed to Congress, they will not be eligible 
to an annuity based on the prior service unless they redeposit the 
refunds, but interest will not be charged for periods of separation 
from service. A former Congressman receiving an annuity and who 
is later reelected or appointed to office will have his annuity sus- 
pended while he is in office, but he may pay the specified contribu- 
tions and the time served may be counted on the annuity he will 
receive when he again retires. 

A person receiving a Congressional annuity may also receive an 
annuity under the regular retirement system, but if he has had at 
least six years in Congress and some of it has been since 1946, the 
time spent in Congress will not be counted on the regular annuity. 

Persons Dealing with Criminals. Any person covered by the Re- 
tirement Act whose duties are “primarily the investigation, appre- 
hension, or detention of persons suspected or convicted of offenses 
against the criminal laws of the United States,” including fihose pro- 
moted to supervisory or administrative positions, may retire with an 
annuity if he is at least 50 years of age and has had at least 20 yeaxs 
of service in performing those duties, provided the Civil Service 
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GHiunisdtm approves. The anauity pidd to siich a person is na 
amoont equal to 2 percent uf the average pay for any five consecu* 
five years preceding Ae date of retirement, multiplied by years of 
service not in excess of 30. Contributions are at the rates prescribed 
by die Civil Service Retiremmit Act as amended. 

The Civil Service Commission shall, upon the recommendation 
of a department or agency involved, determine whether an o£Scer or 
mnployee is entitled to an annuity under this provision of die ^w. 
In making its determination, the Commission considers the d 
of hazard involved in the duties performed, rather than the ger^ 
duties of the class of position held. 

Benefits to Widows and Children. Until 1948, there \yere Wo 
survivor annuities like those provided in the Federal Old-Age aqd 
Survivors Insurance system or in the Railroad Retirement system. 
Benefits for widows and children were provided by the 1948 amend- 
ment. But the pattern established differs appreciably from diat in 
die Federal Old-Age and Survivors system. 

Eligibility. The benefits provided for widows and children are 
payable only if the employee involved has died and only if thaf 
employee had completed five full years of creditable civilian seiV- 
ioe at the time of his death. 

In order to be eligible, a widow must have been married to the 
deceased for at least two years immediately preceding his death, or 
she must have borne him a child during the marriage. A child, in- 
cluding a dependent stepchild or an adopted child, to be eligible, 
must be unmarried, and must be under the age of 18 or incapable 
of self-support by reason of physical or mental disability. 

In the Retirement Act, some distinctions are made as between 
the widows and children of employees who die while in active serv- 
ice and those of persons who die after they become annuitants. 

Deceased Employees. If a married man dies while in active 
sravice leaving a widow but no child eligible for a child’s benefit, 
the surviving widow will receive an aimuity equal to 50 percent rf 
employee’s basic annuity, computed on tiie basis of his salary 
and service at the time of his death. If at the time of his death slw 
js at Wst SO yean old, the annuity is payable immediately, she ia 
so, it- becomes payable when she attains age SO. It is paytd>le 
0 t remarriage. 

/ ’ if' iiie dec^uNSd is survived by a widow and also by a' 

jthfid entided to a chfl^s bmefi^ diaa die widow is entitled to the 



FEDERAL ova. ^RVK^E RETIBEMBNT SYSTEMS 

aimuitY Jmmedjatdiy, inespective ol hear age at tiie tmie of his death. 
This annuity continues until age 50, even if she should no Umger 
have in her care a diild entitled to a child’s benefit At age 50, dae 
becomes entitled to a regular widow’s benefit of the same amount 
if she has not in the meantime remarried. 

If the deceased employee leaves a widow and a child or children, 
each child will receive an immediate aimuity, the size of which will 
be the least of the foUowmg amounts: ( 1) 25 percent of the father’s 
basic annuity; (2) $360; (3) $900 divided by the number of eligible 
children. This means a maximum of $30 per month for cme child and 
$75 per month for all children combined. The widow also receives 
an annuity of 50 percent of his basic annuity. 

Should a deceased employee, male or female, leave a child or chil- 
dren eligible for a child’s benefit, but leave no spouse, the child’s 
annuity is larger. Each child will receive the least of the following 
amounts: (1) 50 percent of the parent’s basic annuity; (2) $480; 
(3) $1200 divided by the number of eligible children. 'This means a 
maximum of $40 per month for one child and $100 a month for all 
children combined. 

In each of these cases, if one of the annuities is terminated, as 
would be the case if a widow remarried or a child became 18, then 
the children’s benefits would be recomputed to allow a hi^er 
payment if one is possible. 

Deceased Annuitants, Certain annuities accrue to siuvivors in 
case of the death of annuitants, except for those receiving annuities 
for discontinued service after five or more years of service. 

If any annuitant dies and leaves a widow but no child entitled to 
a child’s annuity, the widow does not receive an annuity unless she 
was designated as a survivor-annuitant by her husband at the time 
of his retirement. In this case he would have received a reduced an- 
nuity and at his death she would rec:eive 50 percent of his ba$ic 
annuity beginning at age 50 and continuing until remarriage 
deatL 

But where the annuitant leaves both a widow and a child entity 
to a child’s annuity, the same widow’s benefit is paid as in the c:^ 
of a cleceased male employee. The widow's annuity will be 50 pw^ 
coat of his basic annuity. 

If the deceased annuitant leaves a widow with digible chihni^ 
each child receiyes the Irast of the following: (1) 50 p erc< j i rt o£ !fl|ie. 
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widow’s annuity-not that of the annuitant; (2) $360; (3) $900 
divided by die number of eligible cMdren. 

Should the deceased annuitant leave no widow or widower, but 
leave a surviving child or children entided to an annuity, each child 
gets the least of the following: (1) 50 percent of the deceased’s 
annuity; (2) $480; (3) $1200 divided by the number of eligible 
children. 

Accrual of Annuities. The annuities provided by this Act are now 
accrued on a monthly basis, rather than on a daily basis as formnly 
was done. When the right to an annuity terminates, no annuity is 
payable for the month in which the termination occurs or for smy 
portion of that month. But an annuity for a full month which is due 
but which has not yet been paid will be paid after termination. \ 

Refunds. Unlike the Federal Old-Age and Survivors Insurance 
system, the Civil Service Betirement Act guarantees a return of the 
amounts that insured persons have themselves contributed, accumu- 
lated at interest. These payments are accumulated, unused, non- 
forfeited savings and are truly refunds rather than benefits. 

Separation with Less than 20 Years of Service. Any person who; 
is absolutely separated from a Federal position under the Retire- 
ment Act before completing 20 years of civOian service and before 
becoming eligible for certain retirement is entitled to a refund of 
the entire amount credited to his account, with interest at 4 percent 
for service before 1948 and at 3 percent for service thereafter to the 
date of separation. If he had more than five years of civilian service, 
he noay leave his contributions and elect an annuity beginning at 
age 62. If he has had 20 or more years of service, he is not entitled 
to a refund, but he is entitled to an annuity at age 62. Interest is not 
paid when the period of employment is one year or less. Military 
service is not counted until five years of civilian service have been 
completed. Should the separated employee later be appointed to a 
position imder the Retirement Act, he must redeposit the amount 
refunded, widi interest, if he wishes to count die prior service to- 
ward an annuity. 

Death Without Survivors. Should an employee in the retirement 
t^stem die leaving no widow or children entided to an immediate 
or future annuity, the rights of such survivors terminate b^ore a 
'VaRd claim is established, die total amount of his contributions, 
plus interest, is paid in a lump sum to his designated benefidary or 
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estate. Should an annuitant die without leaving anyone eligible to a 
survivor s annuity, or if his eligible survivor s right to an annui^ 
terminates before a valid claim has been established, his accumu- 
lated contributions at interest less the total amount of annuity paid 
to the retired employee are paid in a lump sum. 

Unused Accumulated Savings. If for any reason the annuities 
received by the survivors are terminated before the amount received 
by the survivors and the employee equals the insured person s con- 
tributions accumulated at interest to the date of his death or retire- 
ment, then the diiEFerence is refunded. 

Legal Processes. Annuity and refund payments are not subject 
to attachment, levy, garnishment, or other legal process except for 
indebtedness due to the United States. Overpayments of annuities 
made to an annuitant are not recovered where the recipient is with- 
out fault, when in the judgment of the Civil Service Commission 
such recovery would be “contrary to equity and good conscience.” 
Until the income received equals the amount contributed, only 3 
percent must be reported as income subject to the Federal income 
tax; thereafter, all of the income must be so reported. 

AUowable Service 

Civilian Service. All employment in the civil service of the 
United States and in the District of Coliunbia, beginning with the 
date of original employment, is counted, whether in a classified or 
unclassified position, whether continuous or broken, and whether 
in one or more departments, branches, or independent offices, or in 
the legislative or judicial branches. Periods of civilian service over- 
seas when performed under the authority of the Uxiited States are 
also counted. 

Employees who are brought within the scope of the Act are 
credited with all past service, but they may pay the amount of 
contributions that they would have paid covering civilian service 
since August 1, 1920, had they been included in the system throu^- 
out their career, plus 4 percent interest for the time served before 
January 1, 1948, and 3 percent for time served thereafter. The neces- 
sary amount may be paid in installments, with minimum payment 
of $10. The employee may elect to have service since August 1920 
counted even without making the pa 3 anent, but if he does so his 
annuity will be reduced by 10 percent of the amount of the indicatoi 
deposit. No deposit is required for service prior to August 1, 1920, 
or for any periods of honorable military service. 
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notary Fmiou^ Some eia{do)«es covered by ibe Itetiremmit 
Act were s^xirated frcHn civilian rolls because tiiey entered mflitaiy 
service, and tbeir retirement coverage under tbe law was therefore 
tmoinated. Others went on leave or were furloughed for militai)r 
service. Some of these would have become eligible dtuing their 
military sarvice to optional or age retirement, while others became 
totally disabled. Some of those disabled could not be restored to 
dieir jobs. Th^ could have taken discontinued service benefits, but 
those were considerably lower than optional, age, or disability' 
annuities. 

The retirement law was therefore amended to preserve the. co|a- 
tinuity of their retirement rights while in service, and diey wem 
dius enabled to retire with whatever type of benefit diey had estal^ 
lished tide to, widiout the necessity of first returning to their govern^ 
mart jobs. They were allowed civilian service credit of six months 
pa* odendar year for military furlough, and were permitted to 
acquire full credit if they made a service-credit deposit in the fund 
based on their military pay. 

This was changed in December of 1945 to give them full civilian^ 
service credit for the military furlough period without the necessity' 
of making a deposit. That is to say, for retirement purposes, no 
person who left his job to enter the armed forces during a period 
war or national emergency was considered as having been 
s^arated. 

JSif an amendment made in February of 1948, free credit was 
allowed for the military service as such and the time spent in military 
SKvioe is now counted as though it were spent in civilian govern-' 
ment service. The basic pay received in military service may .,be' 
counted if it will increase the five-year average salary used as a 
basis for computing armuities. 

Fuithermare, if a person is receiving retired military pay on 
aoooant of a service-connected disability, incnirred in combat widi 
lua enemy oar resulting from the explosion of arr-instrument of war, 
OS if he is receiving retired pay under the act of June 29, 1948, ehich 
piiovides for retir^ pay after a minimum of 20 years of military 
Sfsrvioe, then all <A the military service is counted under the' Civil 
Setyice Bethement Act. Thus some military service may be counted 
Sefidce retirement and for nailitary retired pay- 
"'^"'Ih iiaHtti r of Amidtiea, Tabte gives exanqilei of a nnu i t ies 
^ asioeaed wages andyeais of service. Since aamihlM ue payihio 
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ia 12 equal monthly in a ta llm arts computed to tbe neavest 
dollar, the actual amounts received in some cases be sli^bd^ 
higher, and in olbers sli^tiy lower, thgTi tbe figures given in die 
tai^ 

ContrOmtioiia. The system is contributory. Deductkms froin 
employees' pay began at 2.5 percent, were raised to 8.5 percent on 
July 1, 1926, to 5 percent on July 1, 1942, and to 6 percent on Jufy i, 
1948, levied on the wage or salary, excluding bonus and overtime 
pay. Where under previous service deductions should have been 
made but through error or misunderstanding were not, the amount 
involved must be deposited or it will be withheld from the annuity 
payable on retirement. Sums collected are credited to die employees* 
todividual accoimts. 

Employees are permitted to make voluntary condibutions in 
multiples of $25, but not to exceed 10 percent of annual basic pay 
fmr service since August 1, 1920, and these axe accumulated at 3 
percent interest compounded annually and used to augment the 
retirement annuity. Ihe life annuity so purchased consists of $7 f<» 
eadb $100 in the individual's voluntary contribution account, plus 
20 cents for each full year the person is over 55 years old at retire- 
ment. In case of the employee's death, the amount contributed plus 

Table 23. Examples of Annuities Provided by the United States 

Qvil Service Retirement Act Under the Basic Formula When Afi 
Payments Have Been Made ‘ 


Years of Creditable Service 


Shiest &-Year 
Average Salary 

. 5 

10 

15 

Bl 

25 

30 

35 

t 1,500 

$200 

$400 

$ 600 

$ 800 

$1000 

$1200 

$1200 

2,000 

226 

450 

676 

900 

1126 

1360 

1575 

2,600 

250 

600 

760 

1000 

1260 

1600 

1750 

3.600 

300 

600 

900 

1200 

1600 

1800 

2100 


326 

660 

976 

1300 

1625 

1960 

2275 

5,000 

376 

760 

1125 

1600 

1876 

2260 

2^ 

7,500 

563 

1126 

1688 

2250 

2813 

3375 

3938, 

10,600 

760 

1600 

2250 

3000 

3750 

4600 

5^ 


*Lymaa L. WooihBan, Raceia Changes to the Federd Civtt Santee BeUen- 
mant System, U<S- Civil Service Ckamnissioii, Wadiington, 19^ p. 18. Ottnr 
are given Robert J. Myers, Aotiiailid Gonndtaat, Soctid Stovdhr 
Admtoistiatioc, to “Recrait Amendmraits to toe Qvfl Sacvioe B toiwto e sit AiiM, 
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interest is payable to the designated beneficiary in a lump sum. 
Voluntary contributions plus interest may be withdrawn from the 
fund if the employee is separated from the service before retirement 

Individual retirement records are maintained by the department 
or agency in which a person is employed, and the amounts deducted 
are created to the “civil-service retirement and disability fund” 
created for the purpose. The money is deposited with the Treasury 
of the United States and is appropriated to pay the annuities, re- 
funds, and benefits provided in the Act. The Treasury inve^ 
amounts not needed for current payments in United States Govenj- 
ment bonds. 

Admiiiutration. The Act is administered by the U.S. Civili 
Service C!ommission, which also administers certain other retirement' 
acts. A three-man Board of Actuaries, one of whom is the Govern- 
ment actuary, reports annually on the operations of the Act, and 
recommends such changes as it may deem necessary. The Board 
makes a valuation of the retirement and disability fund at five-year 
intervals, or oftener if it is considered necessary. The 1945 valuation 
was not made because of the war. 

All rules and regulations necessary and proper for the Act’s admin- 
istration are made by the Civil Service Commission. Appeal to the 
Commissioners is permitted from any final action or order made by 
the Retirement Division. 

Operatioiu. The Act has been in operation since August 1920 
and a considerable volume of experience has been accumulated. A 
brief summary of drat experience will now be undertaken. The 
experience to date has been for the most part with employee armui- 
tants, but die more limited experience with recendy established sur- 
vivor benefits will also be reviewed. 

Coverage. The system began in 1920 with a membership of about 
300,000. At that time it was limited primarily to employees in die 
classified civil service. Successive coverage amendments and growdi 
in tile number of employees in Fedei^ service have gready in- 
creased the number covered. Today there are approximately 2 mil- 
lion legislative, judicial, and executive employees covered, dr ap- 
pr oi^ ately 80 percent all paid Federal civilian employees. 

H^mptoyee Anmuttants. Table 24 shows the slow but steady 
l^nrwth in die number of employee annuitants <m the retirement roll. 
Tite ti0bd number rose from 6471 in 1921 to 176,330 at die end of 
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Table 24. Civil Service Retiremmt System: Number and lype of 
Empbyee Aimuitants, ^ Year * 


Fiscal Year 
Ended June 30 

Total on 
BoU 

Age 

— 

Disability 

Separation 

Voluntary 

Involuntary 

1921 

6,471 

5,947 

524 




1922 

7,576 

6,667 

909 




1923 

9,334 

7,994 

1,340 



1924 

10,548 

8,895 

1,653 



1925 

11,689 

9,741 

1,948 



1926 

12,524 

10,277 

2,247 



1927 

14,119 

11,353 

2,766 



1928 

15,383 

12,173 

3,210 



1929 

16,501 

12,924 

3,577 



1930 

17,768 

12,504 

3,994 


1,270 

1931 

22,650 

15,357 

4,947 

972 

1,374 

1932 

25,567 

16,600 

5,973 

1,590 

1,404 

1933 

32,835 

21,613 

7,281 

2,402 

1,539 

1934 

44,708 

22,969 

8,941 

3,944 

8,854 

1935 

48,665 

23,863 

9,886 

4,310 

10,606 

1936 

51,206 

24,603 

10,877 

4,610 

11,116 

1937 

53,306 

25,391 

12,044 

4,961 


1938 

56,130 

26,670 

13,340 

5,401 

10,719 

1939 

58,385 

27,709 

14,315 

5,896 

10,465 

1940 

62,027 

30,216 

15,294 

6,318 

10,199 

1941 

66,092 

32,508 


6,870 

9,946 

1942 

69,123 

33,279 


8,171 

9,641 

1943 

73,880 

31,903 

B 

12,660 

9,563 

1944 

78,206 

30,262 

21,158 

17,240 

9,546 

1945 

85,011 

28,904 

23,389 

23,100 

9,618 

1946 

95,888 

28,524 

26,827 

29,377 

11,160 

1947 

111,045 

27,929 

31,502 

34,443 

17,171 

1948 

124,962 

27,458 

35,353 

39,661 

22,490 

1949 

138,907 

27,512 

39,076 

47,601 

24,718 

1950 

155,135 

27,489 

42,869 

47,771 

29,565 

1951 

166,680 

27,373 

45,601 

63,158 

30,548* 

1952 

176,330 

27,254 

47,964 

70,326 

30,786 


* Ciotl Sereiee Commission Retirement Reports. 
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Juae 1952. The tidal number <m the rail iniareased appredd^ in 
1934 when a substantial number o( civil servants were invduntarily 
separated because of the depression. Marked increases occurred 
alra at the end of die Second World War whoi large numbms re- 
tired voluntarily. 

There was a very gradual increase in die number of those retired 
because of reaching die maximum age until 1943, when an equally 
gradual decline set in which has continued to date. Reduction4 in 
^ce primarily affected persons with the smallest amount of sermce 
and induced voluntary and forced involuntary separations in this 
category. Actually, the number listed as retired on die basis of age 
is deceptive. For substantial numbers of older people, ages 60 a^d 
62 for example, with from 15 to 30 years of service, chose voluntarily 
to retire. In 1952 there were 52,504 of these two groups on the roll. 
Smne others retired voluntarily at age 55 after 30 years of service, 
car at age 50 after 20 years of service. 

The number of disability annuitants on the roll has increased ev- 
eiy year, and at a more rapid rate than the inorease in all annuitants. 
In 1921 disability annuitants constituted only 8 percent of the total 
numba: on the roll but they increased rapidly, reaching about 20 
percent Beginning in 1936 the percentage increased steadily from 
20 to 28.3 in 1947 and then declined steadily because the ^ be- 
came heavily weighted with separated annuitants. In 1952, disabil- 
ity annuitants constituted 27.2 percent of the total. The ratio of dis- 
ability to maximum age annuitants is striking. It rose steadily from 
8.8 percent in 1921 to 50 percent in 1938 and exceeded 100 percent 
in 1947. In 1952 it was slightly more than 175 percent. 

Voluntary separation annuitants are <ff four kinds: those retiring 
with 30 years or more of service, those retiring with at least 15 but 
less tbm 30 years, those retiring with 5 but less dum 15 years, and a 
special group— those uhose work is the investigation, afqnehension, 
and detention of criminals— who may retire at age 50 after 20 yean 
of service. The 30-year group first appeared (HTthe roll in 1931, the 
lS-29 group in 1942, the 5-14 group in 1943, and the special grotqt 
In The 30-year group in 1952 constituted afqnoximately 60 per- 
oonl of all vohuttary retirements; most of them had retir^ wider 
the. 60year nge optum. Approximately one-half of die remainder 
md rcHh^under the 15-29 year and age 62 provision. Invohintaiy 
separation annuitants ate for the most part tbise vidio were Ipioed 
eat after from 5 to 15 yean of service or those widi 29 or 80 yews of 
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service. Hie number of (bese annuitants has always bem rehitivd^ 
small and in 1952 they constituted onty 17.5 peromit of the total 
number on the roll. 

The first survive annuitants, practically all of whom were 
wmnmi, appeared on the roll in 1941, and each year thereafter imtii 
the amendments of 1948 small numbers were added. By the end of 
the fiscal year 1948 there were only approximately 300. These were 
persons who received annuities because the deceased employee con* 
cemed, in nearly every .case a husband, had chosen to accept a re- 
duced annuity. Nearly three-fourths were under die option which 
allowed the survivor-annuitant one-half the insured person’s annu- 
ity. 

Survivors of deceased annuitants and employees appeared on the 
roll in sizable numbers only after the law was amended early in 
1948 to provide benefits to widows, widowers, and children. It will 
be recalled that there was no wife’s annuity. On June 30, 1948, die 
total number of survivor annuitants on the roll was only 935, and 
357 of those were survivors of deceased employees. But the effect of 
the new survivor benefit amendment then made itself felt, and the 
total rose to 9429 by the end of die next fiscal year. By the end of 
June 1952 die total had increased to 39,902, of whom 21,047 were 
survivors of deceased employees and 9024 were children. Thus thm’e 
were approximately 22.6 percmit as many survivor as employee an- 
nuitants. 

'Payments. The average employee annuity has never been large. 
In 1^1 it was $568, then it declined steadily to $545 in 1925, and in- 
creased again to $759 in 1930. Thereafter it increased still uKHre, but 
slowly. It was not until 1948 that the average employee annuity ex- 
ceeded $1000. Gradual increases since then brought the figure to 
$1188 at the end of June 1952. Employees retired ^ter the law was 
ammided in 1948 received slighdy more, the average for them behi^ 
$1385. They also contributed more— an average of $2010 as cxmr 
pared with $1400 for those retired before the 1948 amendments. 
ttuitants avoraged 67.4 years of age in 1952, and they had on die 
average' 23.6 years of service. Survivor annuities awarded prior to 
die Idieralizations of 1948 averaged $4^, and those avrard^ 
avenged $93L For bodi comlnned, ^ average was $5^ hi 19S& 

A better idea of the size of annuities is presented to TskSa in 
writodh imniiituiis aie dtttrlbufed by size of aamfty. 

lectoved ton tiban $1200, and nearly S&’jjaeoaA 
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received from $1200 to $1799. The remainder were getting $1800 or 
more, but a total of only 55 were receiving $6000 or over. Congress- 
men and employees dealing with criminals received the largest an- 
nuities. Survivor annuitants were mostly in the lowest bracket. More 
than two-thirds of them, 68.5 percent, received less than $600, and 
almost one-half of those ware getting less than $230. The largest sur- 
vivor annuities were in the $2400 to $5999 class, but there were 
only 43 recipients in that class. 


Table 25. Civil Service Retirement System: Distribiftion of 
Annuitants by Size of Annuity, 1952 ^ 


Size of Annuity 

Employee Annuitants 

Survivor Annuitants \ 

Number 

Percent 

Number 

Percent 

Under 1600 

43,969 

24.9 

27,319 

68.5 

$600 to $1199 

44,176 

25.1 

11,132 

27.9 

$1200 to $1799 

61,306 

34.8 

1,208 

3.0 

$1800 to $2399 

17,704 

10.0 

200 

0.5 

$2400 to $5999 

9,120 

5.2 

43 

. * . 

$6000 and over 

55 



. . . 

Totals 

176,330 


39,902 



The total amount paid out to retired employees increased steadily 
each year, from $9.6 million in 1921 to $203.6 million in the fiscal 
year 1952, or a grand total of $1865.1 million since the system began. 
Payments to survivors have been small, but they are increasing; in 
1952 they amounted to $16.1 million. Payments for death claims and 
refunds have been relatively small; they first reached substantial 
proportions at the end of World War II, when large numbers of 
short-time employees were separated from the service. Slightly 
more dian 55 percent of the grand total of $1 billion paid out in 
deadi claims and refunds during the first 31 years was paid in the 
years 1945-1948. Allowing for adjustments, totab disbursements by 
the end of 1952 totaled slightly more than $2.9 billion, two-thirds of 
it being paid out since 1945. For the fiscal year 1951-1952, disburse- 
mmts amounted to $298.6 million. 

Receipts have consisted of salary deductions, voluntary contribu- 
te^ made by employees to increase their annuities, transfers from 
lather retirement tods as employees were transferred, govemmeRt 

v' ^ Adc^iCed ton CkM Setvke CtmmiMon Recrement Report, 1052, p. 18. 
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appropriations, and interest on the reserve. Currently the most im- 
portant of these receipts consists of employee contributions, which 
in 1952 accounted for 45.3 percent of all receipts. Next in imp<w- 
tance come government appropriations, which accounted for 34.1 
percent of total receipts. Interest on investments, amounting to 
$188.1 million, makes up the remainder. 

It has always been intended that the Federal government bear a 
substantial part of the cost of the system. For the first eight years, 
however, Ae government made no appropriations to meet its share 
of the obligations incurred. Beginning in 1929 with $19,950,000, the 
government had appropriated a total of $3 billion by the end of 
June 1952. For the fiscal year ending in 1952, the appropriation was 
$313 million. 

The Civil Service Commission estimates that employees bear 
about 15 percent of the cost of the benefits provided, the remainder 
being an obligation of the Federal government. The proportion of 
the total annuity assumed by the government has always been at 
least equal to and generally greater than the amount purc^sed by 
the employee’s accumulated compulsory contributions. In 1935 it 
was 95 percent of the total, but by 1945 it had been reduced to 88 
percent. The lower the individual’s income, the higher the propor- 
tion assumed by the government. For annuitants added to the roll 
in the fiscal year ending in 1946, for example, the government’s con- 
tribution for those whose salary was less than $900 amoimted to ap- 
proximately 97 percent of the total annuity. For those with salaries 
between $2400 and $2799 it was approximately 82 percent, and for 
those with salaries of $5000 or more it was about 80 percent. 

Cost of Administration. For the fiscal year ending in 1951 a total 
of $1,334,000 was spent for administration. There were 352 em- 
ployees in the Commission whose work it was to operate the system. 
Altogether that year, a total of €7,500 claims for annuities and deadi 
b^^ts were processed, and in addition diere were processed 28,000 
claims for cre^t for past service, and 183,000 claims for rdEunds of 
retirement deductions by employees who were separated from the 
service. The Commission estimated that in 1951 it cost $7.22 to proc- 
ess a claim for an annuity filed by a retiring employee or a death 
benefit claim filed by die survivors of a deceased emjdo)^. Many 
inquiries are received by the Commission concerning the nature df 
the |Hx»gram and especially about a specific daim. Tfa^ were more 
than 200,000 of in 1951. 
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The processing of claims is handled ^th dispatdi, and tlds is one 
test of administrative effidency. In 1951 it recpiired an average of 
only 18 workdays to process a claim for a retirement annuity, 17 
days to process a death benefit claim, and only 10 days to m^e a 
re^d d contributicms to a separated mnployee withdrawing bom 
ilie system. This record is mu(^ better dian that for the fiscal year 
endio^ in 1947, when 40 days were required to process a retirement 
claim, 44 for a death benefit daim, and 20 for a refund of contril^- 
tions. 

The Reserve. The balance in toe reserve fund as of June 
19^ was $5037.0 million, which represents the difference betwem 
total recdpts of $7999.7 million and total disbursements of $2962.7 
million. This balance was not adequate to meet liabilities accrued ns 
of toat date. Total accrued liabilities as of June 30, 1952, were esti- 
mated to be $9975.4 million; and since the funds on hand in the re- 
serve ammmted to $5037.0 million, the defidt was thus $4938.4 mil- 
ium. Ihractically all of this defidt represented prospective annuity 
bmi^ts based on past service by active and separated employees 
not yet retired and in excess of the amount their contributions with > 
accumulated interest would provide. 

That the Federal government’s obligation with respect to the an- 
nuities provided by this system has not been fully ^ded by ade- 
<piate aj^opriations for the reserve account do^ not mean that the 
system is bankrupt or in any danger of collapsing. It means simply 
toat in this operati(m a kind of deficit financing has been followed. 
Gmtributions made by employees, plus the interest earned on them, 
were suffident to meet all disbursements until 1934. Federal appre- 
ciations began before that and have been more than enough to 
make up toe difference between income and expenditures. But they 
have ntrt been adequate to build up the reserve to an amount whidi 
would provide enough interest to make up the difference betweoi 
eontributions and apmied liabilities. In otoer words, there is not 
moK^ on hand and in sight to meet what ^ployees have now 
earned in the way of ben^ts and which they wffl in due time ask 
lor. In effect toe government has contracted a debt neatly $5 bik 
Wm. Fossibfy tlm govonment will never fully fund its Ihtoility under 
IbiS. Act Nof is it really necessary toat the liaUhty ever he 
Ipnied. Goagress can meet its mffunded ctoligatkm Ity 
i^ men^ to pay interest on toat poctton cff ffs liahilityftoras 

toe tofference betwemi otoet inpome and oqC'tidiliwp. 
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]&i)«itjUdly iiutt is it would do if dw unfunded lidbilily, wne 
w^>ed out by special issues of bonds. That money wiH come » 
mately from taxes paid by the public, which basically is the cti- 
ployer of civil sarants. So long as the government is able to cdOect 
die taxes, or for short periods of time to borrow, the system will be 
financially sound. 

Comparison with Federal Old-Age and Survivors Insnranee 
System. In some rather vital respects the civil service system is su- 
perior to the Federal Old-Age and Survivors Insurance system. For 
one thing, it prorides for optional retirement at ages below 65. To 
be sure, an employee retiring at an earlier age suffers some reduc- 
tion in the size of his annuity unless he has the requisite years of 
service. But as indicated in ^e data given earlier, the option of re- 
tiring early is exercised by large numbers. For the worker, this pro- 
vides a highly desirable flexibility. 

Another element of superiority in the dvil service system is the 
provision for disability retirement; this has no counterpart in die 
social security system. Somewhat more than 27 percent of all retired 
annuitants on the rolls at the end of June 1952 had retired because 
of disability. That large numbers under tibe social security system 
would avail themselves of a similar opportunity is dear. And it has 
been primarily because of fear that the provision would be grosdy 
abused that one has not yet been enacted into the social security 
system. 

Long-service employees, and their survivors as well, receive ap- 
predably higher annuities than do diose in die social security sys- 
tem. In the dvil service system beneflts are direcdy related to length 
of serviced In die other system they are related indirect^, throuj^ 
the effect of ^tinie elapsed" on the average mondily wage. But ^ 
value of additional years of service is greater in the dvil service sy^h 
tern. The incremental factOT in the sodal security system which al- 
lowed additional amounts for years of service was eliminated iti 
1950. In general, the highest wage period reached by the wodeear hi 
u^ as the basis for computing the annuity in the dvil service 
tern, wher^ die average of the entire period is used in die general 
tyston, and wages in excess a spedfii^ maximum are not owjudied. 

FuidiarnMMe, n^red dvil service annuitants are ndt faced widi liie 
Mate ee«are restrictions on the amount dmy are penaltted lo eath 
IcM^ig flbdr annuities. This is a murked advantage. The 
bi^hiidag in 1951 with its liberalized fbnmdas redtteed 
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to some extent tiie difEerence in size oE annuities of the two systems, 

, and the 1952 and 1954 amendments reduced it even more, but there 
is still a great disparity. 

There is still another important advantage. Civil service em- 
ployees who serve the minimum number of years, namely 5, may 
quit covered government employment altogether and retain the 
right to receive an annuity based on their earnings and service when 
they reach the proper retirement age. In a sense the same is true df 
persons covered by the Federal Old-Age and Survivors Insuranqe 
system. Under it an employee can become permanently fully iifr 
sured, and this carries with it the right to a benefit. But Ae amount 
of time one must work to acquire this status is variable, and for' all ir\ 
will eventually be a minimum of 10 years. The size of the benefit \ 
under the social security system, if it is above the absolute minimmn 
guaranteed to all, varies with the amount of time elapsing after 
leaving covered employment, which is not the case in the civil serv- 
ice system. 

There are other respects, however, in which the dvil service sys- 
tem is not as favorable as the Federal Old-Age and Survivors sys- 
tem. In the dvil service system employees do not acquire any retire- 
ment rights until they have had at least 5 years of service. Transfer 
to another employer means loss of that time. In the general system, 
transfer to another employer is not likely to cause any loss, since 
most employers are covered. Protection to survivors under the social 
security system begins when the worker acquires a “currently in- 
sured” status, which may require as little as 6 quarters of coverage. 
For dvil service employees this is not so. They must have completed 
the mitiiTTinin of 5 years of creditable dvilian service. Furthermore, 
und^ the general system, as long as a person is either currendy or 
fully insured his dependents have some protection in the event he 
dies, whether he is employed or not. Under the dvil service system 
(mly survivors of deceased employees or annuitants have that pro- 
tedion. It is lost immediately on termination of government employ- 
ment 

The survivors of deceased short-term dvil service employ^ re- 
edve small aimuities, because of the short service. Unde the gei- 
etal systena the benefits ee likely to be relatively highe. Tl^ is 
liiaie because short-sevice employees ee likely to be young, and the 
limEmda for determining their aveage monthly wage does not count 
.garnet time elaps^ Absence in ihe general system of the hi- 
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cremental factor allowing for years of service elimbiat^ lenglb of 
employment, as between those employed, in determining bene& # 
amounts. Maximum limitations on d^dren's benefits under the 
service system are such that in many cases families of fully orphaned 
children receive more money than if the mother were living. 

Benefits under the dvil service system are better than those paid 
under the other system partly because the employees covered pay 
more for tibem. Mostly, however, it is because their employer, the 
Federal government, pays more. This brings out a basic diffwence 
between the two systems. The Federal Old-Age and Survivors In- 
surance system is designed to provide only basic minimum amounts. 

It is expeded— perhaps it would be better to say hoped— that em- 
ployers will supplement the amounts thus provided, either tiirough 
a purely gratuitous or a contributory system, individually, or 
through collective bargaining. Considerable progress has been made 
in supplementing social security benefits. The dvil service system is 
in effect an individual employer program. It is not supplanented by 
any other program, and is not designed to be so supplemented, ex- 
cept by in^vidual savings. It should therefore provide greater bene- 
fits, and those greater benefits do not represent discriminatory ac- 
tion by the Federal government. 

SOME OTHER ACTS 

The Civil Service Retirement system covers most Federal dvilian 
employees. However, spedal provision outside that system is made 
for some ofiScers and employees. No attempt will be made here to 
deal widi all these special arrangements. But ffiose administered by 
die Civil Service Commission will be reviewed briefly. 

The Panama Canal and Alaska. Before 19^ diere were sepa- 
rate retirement systems for the Canal Zone and the Territory of 
Aladca. They covered workers who were dtizens of die United 
Sdites and whose tenure of employment was not intmnittent or of 
uneartain duration. 

The employees covered by these two systems were absorbed ii^o 
die Civil Service Retirement system. The plans were already being 
administiered by the Civil Service Commission and oonseqtientfy 
merging diem with diat system did not involve excqitional adminis- 
trative problems. Amounts deducted from emplcyees’ pay wh^im- 
der d» two ^rstems were credited to dieir account in Civil 8«^- 
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ice BetkCTOfflit systeo^ aocnumdated at 4 percent kiterest for tiw 
yean before 1948 and at 3 percent since then. Some special featera 
ot foe two ^l$tems were retained. 

Betirement is compulsory for these workers at age 62 after 15 
yean of service on foe Isfomus of Panama or in foe Territory of 
Alaska, alfoough foe President may exempt any employee from this 
provision. This is in contrast to foe TO-year compulsory retiremait 
for ofoiOT civil service employees. The annuity payable under foe 
regular system is first computed and to it is then added foe sum uf 
$36 times foe number of years served on foe Isfomus or in foe Tfo- 
ritory of Alaska with foe canal or the railroad. Befunds and aimu- 
fties for those sq>arated before foe two systems were merged are 
defomined according to foe provisions of foe two systems rather 
than of foe regular system. 

As dF June 30, 1949, foe last year of its separate existence, there 
were 1151 aimuitants on foe Ca^ Zone retirement roll, and all but 
^ had foe nonforfeiture type of annuity. In age they averaged 66.0 
years, with an average of 26.7 years of service, of which 24.8 were 
^pent on the Isthmus. They received in annuities during that year a.' 
t^al of $1,723,606, or an average of $1497, this having risen gradu- 
ally from $1315 in 1932. The amount purchased by voluntary con- 
tributions was small, averaging only $266. Average contributions 
made by foese annuitants while working xmder foe syst^, includ- 
ing interest, was $3372. Total liabilities incurred in foe operation 
greatly mcceeded assets on hand, being $11.3 million compared to 
$2.9 rnillion, or a deficat of $8.4 millicm. This deficat, of course, is an 
oUigation of foe United States government 

Alaska railroad operation was evmi smaller. On June 30, 1949, 
there were only 189 aimuitants on foe roll. In age foey averaged 68.8 
years, with an average of 20.5 years of service, of which 19.4 were 
with foe Aladm Bailroad Company. The total paid out in annuities 
tint year was $209,146, or an average of $1107 JIhe largest manuity 
$1716 and wetA to a xam who retired voluntarily at age 60 aftw 
30 years oi service, all with foe Alaska Bailroad Company. Em- 
ployees purchased an avm'age of $205 with vcduntary ccmtribvtioas. 
Cmqpulsory contxfoutions, incduding intmest, averaged $^06. 

was sdso a fo^t in this system, alfoou^ ft nnalL Be- 
a^jrMes ODiOQbted to $1.7 inilkm and Uabd^ 

S' Caiud Cw ns t i wetlop Pouimis. ' Constraefom d 'the 
'"iiil a diflteidt' and hsnardens undertaking, and foe Congrm 
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lias sem .fit to give ^edal rewards to Anglican dtiaens 
tidpAted in the pn^ect. A few smgled out by name, were 

awarded an advance in military grade in 1915. Other (Sera’s (rf thO 
Anny, Navy, and PuUic Health Service who had served more than 
three years on the Isthmus during the constructiem period were at 
the same time allowed an advance of one grade on rdirement or M 
they had already retired. Such officers were also privileged to retire 
upon application, irrespective of age, at 75 percent of die pay for 
the radc they held upon retirement, not the advanced rank to vdiidi 
they would be promoted upon retirement. 

The service of dvilians on the project was not given spedal reoog* 
nition until 1944. In that year Congress formally recognized die 
“distinguished service” rendered by them in the construction, main- 
tenance, operation, sanitation, and government of the canal during 
that trying period. Annuities were gnmted to workers who for three 
years or more during the period May 4, 1904, to March 31, 1914, in- 
dusive, had been engaged with or employed by the Isdimian Canal 
Commission or the Panama Railroad Company on the Isthmus and 
who were living on the date the Act became efiEective, i.e., May 29, 
1944. These annuities began as of the month following the effTOrive 
date and were not payable for any p^od of time before it. In the 
original law the annuity was made payable only to those who were 
American dtizens during their service on the Isthmus, but two years 
later it was extended also to those who had become naturalized dti- 
zens on or before December 7, 1941. 

In size, the individual annuities vary according to years of service 
and pay received. Only the basic pay is counted in computing tiie 
aimuity; thus bonuses, allowances, overtime, and extra pay of any 
othw kind are all exduded. Employees who served at least three 
but less than four years were granted 40 percent of their average an- 
nual basic pay for the period served, those serving four but not 
mtire than six years were allowed 50 percent, and those sorving 
more than six years were allowed 60 percent At first the annuity 
ceased if any special reward or any ot^ annuity was reedved fm 
this same service. People who stayed on, for example, and becanae 
chgil^ for a retirement annuity under tire Canal Zone tystem.;<Mf 
under tile regular system could not receive both annuities, that rd 
startetion was remov^ injune 1948. 

Many .4^ jdiose uho served the Istinnus during tiUe eoiiatrtKliEM 

po^ the law was enacted. the.Mw pccyieM.j|^ 
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surviving widow of a deceased man who would otherwise have 
beoi eligible for an annuity was entitled to receive it in his stead, 
provided she had lived with him for at least one year on the Isthmus 
during the construction period, was not divorced from him, and had 
not remarried. This is payable until death or ' remarriage. Undi- 
vorced and unremarried widows of annuitants receive the same an- 
nuity, provided they also meet the one-year residence requirement. 
The amount of this widow’s annuity, it should be noted, is the sajaie 
as the annuitant himself received or would have been entitled ta 

By June 30, 1945, the end of the first full fiscal year after the iW 
was enacted, a total of 1910 annuitants had been placed on the roll. 
Of these, 1428 men and 91 women were former employees, and 391 
were widows of former employees. Thereafter until 1949 only small 
numbers were added each year, but almost as many were dropped 
from the roll, mostly because of death. In 1948 the provision prohib- 
iting payment of diis annuity with any other based on Isthmian 
service was repealed. As a result the roll in 1948-1949 saw the addi- 
tion of 1083 persons. Since only 77 of these were widows, it is obvi- 
ous that many were already receiving an annuity imder some othei^ 
government system. At the end of June 1952 there were 2977 on the 
roll, of whom 2263 men and 122 women were former employees and 
592 were widows. The enrollment peak was reached in 1951, when 
there were 3044 annuitants. The number will gradually decline. 

The average annuity under this plan on June 30, 1952, was $749. 
For men it was $700, and for women who were former employees it 
was only $411. Widows were receiving more than the former em- 
ployees, their average annuity being $1007. The total amount paid 
out in annuities by the end of June 1952 was $20.2 million, the an- 
nual payment being about $2.5 million. This is a purely gratuitous 
pension system, no payments whatsoever having been made by the 
former employees. 

Lif^thoase Widows* Annuitim. There is .a pension system for 
'o£Bcers and employees in the Lighthouse Service; it does not include 
workers in district offices or shops and is not applicable to field serv- 
ice on^doyees who are not on substantially full time. Employees 
may retire at age ^ after 30 years of government service; th^ must 
leiire at 70. pension, or umuity, granted to them consists of 
>one^jitiem of die average annual compensation for the last five 
'ipean of service, not counting subsistence or odier allowances, for 
owii year cd government service, but with a maximum of thirty fm> 
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tieths. There is also provision for disability retiremaoit after 15 years 
of service. This pension system is not administered by the Civil 
Service Commission. But in 1950 Congress provided annuities for 
the widows of these employees, and these are administered by die 
Commission. 

The widow of any former empbyee receiving or entitled to re- 
ceive an annuity (except widows of men in professional and scien- 
tific grades) who married him prior to his retirement from the 
Ligh&ouse Service, is entitled to a pension of $50 a month as long 
as she lives. This pension terminates if she remarries. It is also pro- 
vided that the widow of an active employee who died from a non- 
service-connected disability after 15 years or more of Lighthouse 
service shall receive a similar annuity as long as she does not re- 
marry. No age limitation is specified in eidier case as a condition of 
eligibility. 

Payments were first made for September 1950, and no payments 
were made for periods before diat date. This also is a purely gra- 
tuitous pension. 




PART THREE 


UNEMPLOYMENT 




CHAPTER NINE 


THE PROBLEM OF 
UNEMPLOYMENT 


Unemployment from one cause or another is an age-old phenome- 
non, antedating industrial society and existing among collectors, 
hunters, fishers, and pastoral and agricultural peoples. Erratic varia- 
tions in seasonal timings, sporadic storms and other natural disturb- 
ances, rhythmic fluctuations in weather conditions, and vagaries 
in the movements of migratory animals contributed to involuntary 
idleness in the regular occupations of workers in primitive societies 
and ancient times. That the effects on those concerned were serious, 
and sometimes even catastrophic, there can be litde doubt It is 
possible, perhaps even probable, that the relative amount of un- 
employment and its effects were greater and more serious in primi- 
tive than they are in contemporary society. 

The incidence and effects of unemployment in modem indus- 
trialized economies are not simply what they were in primitive 
societies. The burden exists in both types, and it must be borne. 
But specialization, the wage system, and inequality in job tenure 
result in a greater concentration of that burden among certain 
segments of our economy. The effects on the individual concerned 
are relatively worse than when the incidence was on tibe commtmity 
as a whole. As one writa: has said: 

The situation of the man who cannot find employment has its peculiar 
misery. He is, of course, like the man who is si^ or too old for en^loy- 
ment, without an income, but unlike the latter he is without the 
excuse for his situation. Being without this excuse, he tends to fwl even 
when he has an intelligent understanding of the economic orgpmization of 
the modem wmrld, diat stanehow there must be s(»netbing wrong w^ 
him fx he would not be in his predicament Espedalty where his unan- 
ployment is prokmged, this sense of personal f^ure creeps in, to add to 
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tbe economic distress he suffers. . . . And wlum, able-bodied and willing 
to work, he is forced to a^ for charitable assisbrnce fw his family, the in- 
jury to his morale is often a more serious loss to the community than die 
mooey paid out for his assistance.^ 

Furthermore, in representative democracies, severe and prolonged 
unmnployment breeds demagogues and quacks whose doctrinaire 
solutions based on simple assumptions never tested by experi^ce 
have a great popular appeal because tihey promise so mudi to so 
many for so litde. Su<^ unemployment constitutes a menace to 
social and political stability and to orderly processes of improve- 
ment. \ 

The extent of unemployment confronting us during the 11 ye^ 
preceding World War II was so great, the hardship and suffering 
resulting horn it so intense, and the amount spent in relief so tre- 
mendous diat it is fair to say that unemployment was for over a 
decade our major economic and social problem. It was not un- 
omnmon to hear it said that we were permanently doomed to have 
an excessively large volume of unemployment, and some are still 
convinced that the evil day has merely been postponed. What the 
future has in store for us in the way of unemployment, no one really 
Imows, and least of all those who predict most freely and dogmati- 
cally. Of one thing, however, we can be reasonably sure: there will 
always be some unemployment and at times a great deal of it. 

It is, of course, true that the most serious types of unemployment 
do not descend upon us out of the blue, but are themselves results 
of something else which is fundamental to die capitalistic processes. 
But economists are not generally agreed upon what that something 
else is. In any event, most people are unemployment conscious 
rathor than process conscious, and technical disputes about funda- 
mental causes leave them cold— especially the unemployed. 

The 8to<fy basic economic processes is more fundamental and 
therefore more important than is the study of tmy one manifestation 
of those processes. But here we are primarily concerned with die 
volume of unemployment and its distribution radier than with die 
basic economic processes of price and income detenninatidn, and 
for j^ sin^ reason that we are here concerned with the problem 

. . iRadMsa Nadbtdeb Anattrong, Imurlag the EuentkUt, The MacmlllaB 
I3an»pwty» P* For an euggerated sta t e ment at tiie effect* of uneai* 
lilmSifot, see X>oo D. Lesodiier, Tht Labor Uarket, The Maomillui Conmaav, 
106-108. 
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of disfadlM^g amoBg many a part of dm financfad burden ci£ nn- 
onployment For, whatever may be the cause or causes of vat- 
employment, the function of unemployment oompensathm is pri^* 
marily to distribute the burden involved and not to rehnrm (he 
economic ^stem. Those interested in the basic theories of onploy- 
ment and unemployment are referred to the major economic journals, 
where die theories are ably debated by experts in disagreement. 

THE EXTENT OF UNEMPLOYMENT 

That there are many people out of work at all times and that 
during depressions the number mounts to large proportions are 
commonly known facts, but concerning the actu^ extent of un- 
employment in times past we have little information.^ We have long 
been a statistically-minded nation, much interested in quantitative 
movements from year to year and from month to month, primarily, 
however, in the movements that spell profit or loss for business. 
Data on major social and economic problems have interested us 
only when the problems became pressing, usually too late to develop 
useful time series. As oiu* unemployment compensation systems 
become more extensive in scope and accumulate more experience, 
substantial and comparable data will become available. 

Numbors Unemployed. One of the most reliable, or least un- 
reliable, set of estimates of unemployment, covering a period (rf 
tiiirty years, was made by Professor Paul H. Douglas, for manufadxn- 
ing, transportation, the building trades, and mining. Those estimates 
are presented in Table 26. 

The Douglas estimates exclude certain relatively stable industries, 
such as trade, public utilities, public employihmit, domestic^ ipet* 
sonal, and professional services. Professor Douglas believes that if 
allowance were made for such exclusions the percentages would be 
decreased by one or two points. Furthermore, unemploymmit reailt- 
ing from sickness is included in the estimates. Allowance for both 
(rf these would, he think s, reduce the percentages given tWO 
points. 

* Sm Arthur R. Reede, "Adequacy of Employment Statistka,** lottrnd} of 
iho Anmkm StaOstical AnoctaUon, March 1941, pp. 71-80; Aiynew Joy, "The 
MeautaiB eS Unonployment Statistics,’’ Aid., June 1941, pp, 167-174: R. A- 
Niton P. A, SsimueiliMm. "Estimates of Uner^^mmMnt in the Unltsd SMea,* 
RswWof Eeomwtic Stotiitics, Ac^ust 1940, pp. lOl-lll. 
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The average volume of uoemployment in the industries studied 
was 10 percent, which if reduced to allow for stable industries and 
sickness would be 8. During “good” times the percentage rarely fell 
below 6, or making allowance for the more stable industries and 
sideness, 4. A definite cydical movement is apparent, which is be- 
lieved to account on the average for about 4 percent of the time lost 
in tihese industries. But Professor Douglas found no “observably and 


Table 26. Unemployment in Manufacturing, Transportation, 
Building Trades, and Mining, 1897-1926^ \ 


Year 

Total 

Unemployed 

(Thousands) 

Percentage 

Unemployed 

Year 


Percent^e 

Unemployed 

1897 

1266 


1912 

775 

7.0 

1898 

1214 

16.9 

1913 

936 

8.2 

1899 

766 


1914 

1899 

16.4 

1900 

755 


1915 

1822 

15.5 

1901 

584 

7.5 

1916 

774 

6.3 1 

1902 

569 

6.8 

1917 

774 

6.0 ' 

1903 

609 

7.0 

1918 

719 

5.5 

1904 

883 

10.1 

1919 

880 

6.9 

1905 

622 

6.7 

1920 

938 

7.2 

1906 

577 

5.9 

1921 

2913 

23.1 

1907 

695 

6.9 

1922 

2338 

18.3 

1908 

1654 1 

16.4 

1923 


7.9 

1909 

925 

8.9 

1924 


12.0 

1910 

774 

7.2 

1925 

1120 

8.9 

1911 

1025 

9.4 

1926 

962 

7.5 


pronounced tendency for the volume of unemployment either to 
diminish or increase.”^ 

The decennial census of unemployment is a simple count made 
by fbe Federal government as of a given time. The count is made 
tens of thousands of persons temporarily'employed for that pur- 
pose. Definitions of unemployment have varied as has the time of 
year as of whidi the count was made. Consequently the figures com- 
piled are not as accurate as they might be and are not usually di- 
recti^ c(^Bq>arable. 

* Pani H. Dou(^, Real Wages in the United States, McGraw-Hill Book 
Compaaf, Inc., 1930, p. 460. 

^Pad H. Douglas and Aaron Director, The TrcMem of Unemployment, 

Macnrillan Company, 1931, p. 38. 
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For April of 1930, which was earljr in the Great Depression, the 
census showed that there were 3,187,647 totally unemployed, not 
counting those who were voluntarily idle or those who were ill, 
although it did include some who were part-time workers and not 
at work on the workday preceding tihe emunerator’s visit.® There 
were 48,823,589 persons 10 years of age or over gainfully occupied, 
and the totally unemployed constituted 6.5 percent of that force. 
Experts are of the opinion that the figure appreciably understated 
the number out of work. 

The census count of 1930 provided “bench marks” which served 
as bases for current estimates of unemployment. There were several 
such estimates which purported to show the volume of unemploy- 
ment from month to month, among the most important of which 
were those made by the American Federation of Labor, the National 
Industrial Conference Board, the Cleveland Trust Company, and 
the Alexander Hamilton Institute. The method used in arriving at 
the estimates was in general to subtract the estimated munber of 
persons working from an estimated labor force. There was a gen- 
erous “leaven of estimate” in the resulting indexes. 

A voluntary registration taken by mail in 1937 showed 7.8 million 
unemployed, but a check census taken shortly afterwards resulted 
in an estimate of 10.8 million unemployed. Current estimates at that 
time ranged from 7.2 million to 9 million. 

The census of 1940 revealed considerable error in current unem- 
ployment indexes. Total population for that date was roughly 
131,500,000, which was about 750,000 fewer than the current esti- 
mates. A sample analysis of data showed 7.5 million out of work 
during the last week in March, which, making allowance for an 
apparent undercount of persons engaged in Federal emergency 
work projects, could reasonably be increased to 8 million. Complete 
returns made later showed 7,961,000 unemployed, representing 14.9 
percent of the labor force. Curmit estimates of unemployment 
varied from 9.2 million by the National Industrial Conference Bomd, 
10.3 million by the American Federation of Labor, to 11.5 miUion 
by the Congress of Industrial Organizations. The chief source of 
&m3t lay in &e estimated current employment, and it resulted from 
the fact that the U.S. Bureau Labor Statistics index ci current 

® Fm an intensive anafysis of unemjdt^TOOit statistics ^ tba pesfod 1M&- 
1938, see W. S. Woytindd, Three Aapeott of Labor DyniOklot, Sodal Sdteaoe 
Beseaxdh Council, 1942. 
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oxiployjnent in nonagricoltural pursuits was entirely too low.* 
Tlie United States Bureau of Labor Statistics has made estimates 
of the volume of unemployment for the years 1929-1940, which are 
accepted as the best available for that period, and its aimual aver- 
ages are shown in Table 27, togetiier witii ofiScial estimates made by 


Table 27. Estimates of Unemployment, 1029-1946 ^ 


Tear 


Percentage 
of Civilian 

Labor Force 

Year 

Number 

Unemployed 

(Thousands) 

Percental 
of CiviliMi 
Labor Form 

1929 

1,499 

3.1 

1938 

9,910 

18.7 

1930 

4,248 

8.8 

1939 

8,842 

16.5 

1931 

7,911 

16.1 

1940 

8,120 

14.6 

1932 

11,901 

24.0 

1941 

5,560 

9.9 

1933 

12,634 

25.2 

1942 

1 2,660 

4.7 

1934 

10,968 

21.6 

1943 

1,070 

1.9 

1935 

10,208 

19.9 

1944 

670 

1.2 , 

1936 

8,598 

16.5 

1945 

1,050 

1.9 ' 

1937 

7,273 

13.8 

1946 

2,270 

3.9 


Hie magnitude of the depression beginning in 1929 is clearly indi- 
cated in the volume of unemployment during its worst years, namely 
1932-1936, and the severity of the recession beginning late in 1937 
is revealed in the marked increase in unemployment the following 
year. Never before had there been sudi severe and prolonged unmn- 
ployment, although shorter periods of almost equal severity are 
in^cated in tiie Douglas figures given above. The Second World 
War resulted in the almost complete elimination of unemployment 
It is worth while to stress the fact that even during tiie year of most 
intensive activity, when man power was critically short, tiiete were 
670,000, Or 1.2 peromit of tire civilian labor force, unemployed. In a 
large, varied, and dynamic economy, there is always some unmi^ 
plc^ment 

Davatioii of Unemploymmit. The burden of total unemploy- 
ment is no means adequately indicated by tiie number of persons 

V*W. 4i!woytindd, Xontrovenial Aspecti Unenq^byment EstinaMs^" 
Awtsw iOf Bamomie SbOltHot, May 1941, m. 72-74. 

TflaKOce Betenon, Surv^ of Labor Economict, Harper & Biolhen, 1947, 
ft iS9j Banaa of tiie Cemnis, Current Fopulatfain B^oM, Enmlomm* and 
fMnbiimoiit In Iks Vttitoi Statu, 1940 to 1948, Lalwr Fone Bimetia Sorlea 
l^i» Mo. S^ip. 11-17. 
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out of wtuic. For ^ duration of individual unanploymost is aim 
an important factor. Existing information on tbe duration of nnem* 
ployment is scanty and unreliable for many r^soxui, and it is diere- 
fore not possible to draw a good picture for the country as a whole 
or for major industries over a reasonable period of tirne.^ 

It may be said that before 1930 it rarely happened that any sub- 
stantial number of individuals were unemployed for more than six 
months. There were periods when the percentage unemployed was 
exceedingly high, but except for 1893-1898 the period of time over 
which depression extended was short. Labor turnover was hi^ but 
s^mrations were predominantly quits rather dian layoffs.^ 

The depression which began in 1929 was an exceptionally long 
one. Turnover rates were not appreciably higher than during die 
preceding 10 years, but separations were overwhelmingly layoffs 
rather than quits. Substantial numbers of individuals were unem- 
ployed for long periods, in many cases four, five, and six years. 
Surveys made in Philadelphia from 1931 to 1938 showed duration 
by sex and time intervals.^** Of the enumerated male unemployed, 
the percentage idle for five years or more declined from 0.9 in 1^1 
to 0.8 in 1932, increased to 21.6 in 1937, and dedined to 14.8 in 
1938. The percentages for women were somewhat lower. 

These data are not to be considered as typical of the entire coun- 
try, but rather as illustrations of the general trend in good and bad 
times. A suggestive glimpse into the changing structure of the l^gth 
of individual unemployment is afforded by W. S. Woytinski in die 
following words: “During a heavy depression, die whole pyramid of 
unemployment resembles an obelisk, while in prosperous years its 
slopes are characteristically gende.” 

The ^Hord Core.’* The “hard core” of unempl<tyment consists 
of unemployed workers who, thou^ able and willing to work, have 
practically no chance of being re@mployed unless or untfl business 

* For an analysis of data up to about 1940, see W. S. Woytinsid, Thrss 
Atpeott cf Labor Dynamics, Socaal Science Reseatdi Council, 1942. 

* Si mple surveys made in Columbus, Ohio, for the years 1921-1925 show 

that Okmw unemployed for 52 weda or more constituted 10.8 percent of &e 
totad in 1921, 16.7 in 1922, 5.1 in 1923, 4.6 in 1924, and 6.9 in 1925. Hie totsl 
number of enumerated wwkers unemployed declined hem 1079 in 1021 to, .288 
in 1922, tocreased to 491 in 1924, and declined again to 403 in 192S.,Ftedeite 
E. Croidon, Unemptoymenf in Cdhmhus, Ohio, 1921 to 1825, U.S. Bmean aS 
Idfttw Bulletin No. 409. 

CbasAbyWayUoAi In Throe Aspects li loborDytysmics, ]^ 108. . > 
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conditions improve materially. There is always something of a core, 
but when business is good the size is insignificant. 

The core consists in part of workers made marginal by “gradual 
negative selection.” Some employers are hesitant to employ persons 
who have been out of work for long periods of time if others are 
available, except of course their own former employees. They may 
fear that there has been some deterioration in the quality of &e 
worker, a decline in skill and morale. Prolonged unemployment d^ 
adversely affect skill and morale, but probably not nearly so mura 
as generally supposed. \ 

In part the core consists of workers made idle by other factons 
and circumstances. Geographical shifts in establishments are ncn 
uncommon, but workers do not easily shift with them, and pools 
of stagnant labor are left behind. The growth of more efficient estab- 
lishments elsewhere frequently reduces employment in some existing 
plants, and changes in consumers’ demand leave residues of im- 
mobile workers, men and women caught in the backwash of the 
stream of change. 

During the depressed Thirties, many believed that the hard core 
was to remain a substantial and permanent phenomenon of our 
“matured” capitalistic system. The Second World War almost com- 
pletely eliminated the core. Whether another substantial core will 
develop, and if so how soon, is a matter for conjecture. Such an oc- 
currence does not appear to be unlikely, but the probability that it 
will develop in the near future does not appear to be great. 

**Additioiial** Workers. Another phenomenon of the labor 
market not previously given much consideration became marked 
during the Great Depression and the Second World War. Many 
persons not normally gainfully employed or a part of the labor force 
come into the labw market under certain conditions. These are not 
the persons who provide us with the extra man power needed to 
han^e seasonal operations, such as students on vacation, unpaid 
hunfiy workers and otiiers more or less regularly available for such 
work. But they are men and women, boys and girls, who flow into 
the market wh^n business booms and when it busts, who “normally” 
wiould not be working for money. In the past twenty years, unusually 
laig^ numbers of these “additional” workers have sought jobs. 

During a dejoession, additional workers enter the labor market 
to provide die femily with an income or to supplement the usual 
breadiirinnM'*s reduced earnings, or as a “hedge” a^unst antici- 
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pated, unemployment of tlie breadwinner or a reduction in his in* 
come. Their presence swells the volume of unemployment, and 
complicates fhe problem of estimating that voltune. Those who do 
not get jobs, and in bad times most of them do not, cause what is 
called “secondary” unemployment Mr. Woytinski has estimated 
that census returns in 1930 included from 120,000 to 150,000 addi> 
tional workers, that in 1931 there were from 600,000 to 650,000, and 
in 1937 from 900,000 to 1,000,000.^2 

In times of intense business activity, additional workers enter the 
market to share in the lush earnings and some do so for patriotic 
reasons in time of war. Most of them get jobs and therefore cause 
little unemployment. The United States Bureau of Labor Statistics 
estimated that the number of “extra” workers in our labor force in 
April of 1944 was 6.7 million, and 7.3 million in April of 1945, mostly 
young people of school age and married women with no children.^* 

Partial Unemployment. In describing the volume of unemploy* 
ment, primary emphasis is placed on the number totally imemployed 
and the duration of their unemployment. There is also normally a 
considerable volume of partial unemployment, but as yet we know 
little about its nature and extent. We do know that it is vndespread 
and that the volume fluctuates with the business cycle. 

Studies of unemployment made in 29 cities at various times in 
1915 by the Metropolitan Life Insurance Company and the United 
States Bureau of Labor Statistics showed that many workers were 
employed only part time. Figures for the East and Middle West, for 
example, showed that 11.5 percent of the persons surveyed were 
totally unemployed, and that 16.6 percent had jobs but were not 
employed fuU time. There was considerable variation as between 
cities, Pittsburgh, Pa. being high with a percentage of 29.0 and 
Springfield, Mo. low with 1.4.^* 

A later study limited to Columbus, Ohio, covered a longer period 
of time.2® The proportion of persons enumerated who were par* 
tially employed and (he amount of time employed in the various 
years are shown in Table 28. 

u Ibid., chap. x. But see John D. Durand, The Labor Force in the United 
States, 1890-19G0, Social Science Research Council, 1948, pp. 101-102. 

IS Monthly Ldmr Bedew, November 1945, pp. 841-844. 

IS U.S. Bureau of Labor Statistics Bulletin No. 195, p. 6. 

Frederic E. Croxton, Unemfdoyment in Columbus, Ohio, U.S. Bureau of 
Lrixir Statistics Bulktin No. 409. 
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Hm year 1921 was bad in GoHimbas, Ohio, because oftiie de^Hres* 
^on, but 1924 was worse so far as die potiraitage of workers on part 
thne was concerned. The best year was 1923, both in the total per* 
oentage of part time and in the proportion among those with employ- 
meat of half time or better. However even the worrt years were not 
particularly alarming. If only 10 or 12 percent are working short 
thne and 75 percent of those are working at least half time, the prolh 
Imn is not a serious one. Other data suggest that diis was true f(| 
manufacturing industries as a whole up to 1930.^* 


Table 28. Percentage of All Persons Enumerated in Columbus, 1 
Ohio, 1921 to 1925, Who Were Employed Part Time V 


Amount of Employment 

Years 

1921 

1922 

1923 

1924 

1925 

Total part time 

10.1 

6.6 

6.2 

12.1 

9.7 

Two-thirds but less than full time 

2.5 

2.2 

2.6 

5.0 

4.3 

One-half but less than two-thirds 

5.8 

3.2 

2.9 

4.9 

3.9 

One^liird but less than one-half 

1.2 

0.7 

0.6 

1.7 

1.0 

Less than one-third 

0.6 

0.5 

0.1 

0.5 

0.5 


A different picture must be painted for die depressed decade be- 
ginning with 1930. Accurate and comprehensive data are not available 
fm diat period either, but there are enou^ to suggest forcefully the 
Vast amount of part-time work, especiaUy during the first half of 
that decade. The number out of work was so great that a strong 
“j^read-th^work” movement developed, and spreading work was 
eixoneously called by some ‘"increasing employment” For the 
pay-ndl pmiod ending nearest March 15, 1932, it was estimated 
that 56J percent of the workers were on part time, and th^ aver- 
aged 58.7 percent of full time. In the macl^eiy and rubber groups, 
M9 .percent of the employees were on part time, as against 20.4 pm- 
oent.of those empk^ed in commercial establidiments. It is pos^le 
that by March 1933, the low point in the dqiression, the situatkm 
yim evmi worse. 

^SotM Seemtty in America, Social Security Board, 1837, dim ill, p. 65. 

/ Bureau m Labor Statistics Bulletin No. 409. 

' ‘ ' tSMr. Wilbnn J. Barrett, of the Prerident’s Oreanizaticm m Unen^loy- 
mlnt Rdief, "Extent and Methods of Sjaeading Work,* UcnM^ Lalm motew, 
I'Sbfimsiber 1832, 487-482. 
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As the dep»ssioQ lifted, dte situation improved, but the sliazp 
recession in 1937 was acoonq>anied by an increased volume of short 
time. The voluntary registration census taken by mail November 
16-20, 1937, returned 7,822,912 as totally unemployed and 3,209,211, 
which is just under 41 percent of the number totally unemployed, 
as partially employed and wanting more work. However, the check 
census taken immediately afterwards by postal employees and cov- 
ering 1,950,000, or 1.5 percent of the population, resulted in an esti- 
mate of 10,870,000 totally unemployed and about 5,630,000 partially 
employed. The underregistration of the partially employed was ap- 
parentiy much greater than of the totally unemployed in the volun- 
tary registration. 

Irregularity of Employment in 1939. The amount of imem- 
ployment varies from time to time, and the proportions of it which 
can be attributed to the different causes depend upon the relative 
intensity at that time of the different factors which bring it about. 
Ihere is no index of irregularity of individual employment. But the 
census taken in April of 1940 provides some information on tire 
number of weeks persons were employed in 1939. The data given 
below are for wage and salary earners and include employment on 
public emergency projects and unpaid family labor. Returns were 
made in many cases by a member of the worker s family ratiier than 
by the worker himseU. Furthermore, most persons who are asked 
in April of one year to tell how many weeks they worked in the 
preceding calendar year must rely on their memory, and memory is 
not very accurate. A large proportion of tire returns were therefore 
approximate, as is evidenced by a marked tendency to report em- 
ployment in mult^les of four weeks. The conclusions drawn from 
these data are to be accepted with reserve and should be considered 
as rott^ approximations of what happmied. So considered, tii^ are 
useful. 

TaUe 29 shows the total number of persons who worked in 1939 
and percentages according to time worked, separately for men and 
wcnnen. Time vmtked indudes paid vacations and other abronoes 
witii pay, but not summer vacations of teadiers who were not em- 
{doyed during tire summer. Part-time work is combined into ecpdva- 
lent fuU4jme periods. ' 

Mote tiian b»lf of tirose who reported work in 1939. were 
ployed for tile entire year mid approxiiaatdy 70 percent of tiaise 
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who worked had substantially full employment. A significant per* 
centage, 13.3, had employment totaling from six to eight months. 
Relatively few had less than three months of employment. Irregu- 
larity was greater among women than among men, as would be 
expected. Teachers are employed in schools an average of approxi- 
mately 10 months, and substantial numbers of them, especially the 
women, would report less than full-time employment. Yet after all 
proper allowances are made, it appears reasonable to say that! a 
substantial amount of irregular employment existed in 1939, whim 
is generally considered the most nearly normal year between 1930 
and 1949. 


Table 29. Months Worked in 1939 by Persons Who Were Wage 
or Salary Workers in 1940 


Employment Status 

Male 

Female 

Percent 
of Total 

Number 

Percent 

Number 

Percent 

Without work 

1,322,376 

4.5 

798,317 

7.2 

5.2 

Work not reported 

520,737 

1.8 

288,233 

2.6 

2.0 

With work 

27,583,784 

93.7 

10,062,235 

90.3 

92.8 

Less than 3 months 

849,883 

2.9 

524,492 

4.7 

3.4 

3 to 5 months 

2,190,392 

7.4 

982,670 

8.8 

7.8 

6 to 8 months 

4,016,456 

13.6 

1,380,378 

12.4 

13.3 

9 to 11 months 

4,778,905 

16.2 

1,838,708 

16.5 

16.6 

12 months 

15,748,148 

53.5 

5,335,987 

47.9 

52.0 


Irregularity varied considerably as between industries and occu- 
pations.®® The food industries, trade, public utilities, finance, insur- 
ance and real estate, males in professional service, and government 
employment all showed full employment for more than 60 percent 
of tibe persons working in them. The hipest percentage of full-time 
employment was in finance, insurance, and real estate, with 80.8; 
the lowest was for males in coal mining, 10.8. In manufacturing, 
employment was most stable in occupations producing peri^ble 
ocmsumers goods, 64.4 percent being employed full time, less stable 

Bureau at the Census, Sixteenth Census of the United States, 1940: 
Bopubttion, vdL iii; The Labor Force, Fart I, adapted from Table 88 on p. 273 
Tdble lx OD p« 13* 

Census of the United States, 1940, PoptdatUm, voL iii, The 
Labor Force, Fart I, 274-275, Table 89. 
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in those producing durable goods, where about 50 percent had 
full-time employment, and least stable in occupations producing 
semidurable goods, where only 38.6 percent had 12 months of em- 
ployment. 

It is not possible to say how many of those employed less than 
full time were irregularly employed because they preferred to be 
so, but it is known that many work part time as a matter of prefer- 
ence, especially married women with children to care for. 

The same general picture can be seen from a different angle for 
later years. The Bureau of the Census publishes estimates of the 
number of persons employed for specified numbers of weeks, 
which are based on returns from a small but scientifically deter- 
mined sample enumeration. Estimated annual averages are given in 
Table 30. 


Table 30. Persons 14 Years and Over Working in Nonagricultural 
Industries, by Hours Worked, 1940-1946 

(In Thousands) 


Hours Worked 
per Week 

1940 

1941 

1942 

1943 

1944 

1945 

1946 

35 or more 

15 to 34 

Ito 14 

31,490 

4,340 

1,230 

35,240 

4,070 

1,120 

38,230 

4,100 

1,160 

39,690 

3,510 

1,060 

38,060 

4,230 

1,170 

36,540 

4,540 

1,370 

39,460 

4,200 

1,210 


Relatively few people worked short time during the defense and 
war years. In 1940, 85 percent worked 35 hours or more per week, 
and the percentage continued to increase, reaching a peak in 1943 
when it was 89.7. Thereafter a slight decline set in for two years, but 
fhe postwar boom sent the 1946 percentage to 87.9. The percentage 
of those working from 15 to 34 hours moved in the opposite direc- 
tion, declining from 11.7 in 1940 to 7.9 in 1943, then up to 10.7 in 
1945 and down again to 9.4 in 1946. The percentage working from 
1 to 14 hours exceeded 3 in only 1940 and 1945. During good years 
there is some irregularity of employment, but not an alarzning 
amount, and much of it is without doubt voluntary in character. 

Bureau of the Census, Current Population Reports, Employment and Un- 
employment in ihe United States, 1940 to 1940, hshor Force Bulletin Series P-SO 
No, 2, pp. 25-26. 
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CAUSES OF UNEMPLOYMENT 

However inaccurate estimates of unemployment may be, we 
know that th^ is much of it, even in good times. We also know 
something about the superficial “causes” of that unemployment, 
althou^ there is much difference of opinion about the relative im< 
portance of some of the causes. The in^vidual causes of unemplw- 
ment are exceedingly numerous and it would be impossible Ito 
enumerate all of them and undesirable to do so here even if it w^ 
possible. It is customary to distinguish between types of unen^w- 
ment, each type being thought of as representing a broad an4 gen- 
eral set of causes. Classifications by types are numerous, and each 
reflects the particular interests of die person maldng it. Here we 
shall distinguish five main types, not pretending that the classifica- 
tion is complete or that it is the best that could be devised. 

PeraonaL Considerable unemployment results from what may 
be called personal causes. Many workers deliberately quit their 
jobs, some in order to accept or seek better or different ones at home 
or elsewhere, although in many cases the quit results from friction 
between employer and worker or between workers. Workers on 
strike are not generally classed as unemployed, although in some 
jurisdictions they are under certain conditions permitted to draw 
unemployment compensation benefits. Some workers are discharged 
for me£Sciency or misconduct, connected with their work or other- 
wise, or for odier personal reasons. 

Until 1929 a very large proportion of separations, over 70 percent, 
were voluntary quits; for 10 years after 1929 the proportion of volun- 
tary quits drastically declined, and layoffs and disdiarges exceeded 
70 percent of all separations. As bu^ess conditions improve, the 
proportion of quits increases. Much of personal unemployment is 
oonorartrated among a relatively small part, from a fourth to a third, 
and usually among the least skilled part, of the vforking fcvce. Thm 
are also scnne persons who work sporadically as a matter of prefer- 
ence. 

Ihe total volume of personal unemployment is not large, and 
mdutt is more important the duration for any one individual is not 
nsaalty longj Some of it is distincdy bad, but on the uhole personal 
tmnnii^f^mient, as deKarfi)ed here, r^vsents the operation of 
healthy foroes hi our ecoaomy. 
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fVktioiMl. In a large, integrated, and dynamic ecoaamy, many 
maladjtistments, not cydical in character, devel<^ in Ihe process 
production and distribution. Many business organizations foil be- 
cause of incompetent management, lack of capital, or for other rea- 
stms. Othei^ consobdate, although not always because are in 
difficulty. Marketing strategy, such as the introduction of style 
changes in automobiles, plays an important rde in the process of 
competition for business, but it entails adjustments in producticm 
processes, changes that frequently interrupt production for some 
time. On the other hand, consumer resistance to some prio^ de- 
velops at times and this also affects the productive process. 

'There is considerable irregularity in some activities, as for ex- 
ample in loading and unloading ships. Arrivals and departures can- 
not be scheduled exactly in point of time. Some of this irregularity 
is attributable to natural phenomena such as storms and changes in 
temperature, some to impredictable deficiences in men, machines, or 
materials. For one reason or another, some prices get “out of line,” 
occasioning curtailment or expansion in various ps^ of the econ- 
omy. 

Strikes may be considered as a frictional phenomenon. Strikes not 
infrequently result in restricted operations in other parts of the 
economy, especially when they occur in basic industries such as 
coal, steel, and railroads. 

These, and many other, maladjustments may be thou^t of as 
frictions involved in the operation of the economy. They result in 
unemployment, which is commonly referred to as firictional unem- 
ployment. The extent of frictional unemployment is not known, but 
always there is a substantial amount of it, and it varies from time 
to time. 

For this there is no real cure. Scientific management can reduce 
the extent of maladjustment somewhat, as can a more adequate 
orgatiization of our labor placement ^stem. But nature and human 
fraffity cannot be eliminated, and competition, whether .s^ e in the 
form of employers competing for markets or workos cc^wking fw 
wages and working conditions, is a h«dthy force in die imaowy. 


SeaaonaL Seasonal focfors cause a considerable amouitfjif un- 
en^t^nhent, some of it total, some of it partial, but just foy much 
is not known. Nearly every important industry esperieau|HwaaadEed 
seasonsJ fluctuations. Goal mixdng, constnictfon, the iBanHli|be 
SLttfomobllcs and clothing, and transportation may be t^EeredpH^- 



218 


AMERICAN SOCIAL INSURANCE 


amples. Seasonal unemployment exists in these and othor Industries 
because all, or nearly all, of the workers in thein are attached regu< 
larly and permanently to those industries and remain attached 
during seasonally slack periods. Some workers do find other employ- 
ment during slack periods, but many do not, either because Ae 
industry is located in industrially “isolated" areas, such as coal min- 
ing, or because their skills are not useful in other industries, as in 
the garment trades, or because the season is short and they prefer 
to sit it out. 1 

As a rule, periods of seasonal imemployment are predictable and 
most of them are relatively brief. It is fair to say that seasonal unV 
employment does not generally present an acute problem, although 
it is not by any means unimportant.^^ Seasonal unemployment be-^ 
comes important when the question of compensating it arises, and 
it may well seriously damage an otherwise well-balanced unemploy- 
ment compensation system. 

There are some industries with seasonal fiuctuations that may be 
said to result in employment rather than in unemployment. Much 
canning of vegetables, for example, is done during a few months in 
spring and summer. A substantial part of the labor force used is not 
normally dependent upon the industry for a living, but is made up 
for the most part of workers normally attached elsewhere, such as 
housewives and schoolchildren. Agriculture to a considerable ex- 
tent employs during seasonal peaks workers who are not normally 
attached to it, as in harvesting grains and potatoes. Trade offers a 
considerable amount of such seasonal employment, not only during 
the rush Christmas period, but more or less regularly on Fridays 
and Saturdays and on “sales” days. Industries and occupations of 
this type do not present a serious problem of seasonal unemploy- 
ment 

Tfamre is no good cure for seasonal unemployment although there 
axe palliatives. The two major proposed remedies are production for 
stock and “dovetailing” of products. It is obvioudy possible to pro- 
duce most things for stock, including ice and electricity, but what 
is not so obvious is that the cost would be great probably so great as 
to make it not worth while. Coal, for example, can be stored in 
^Hring and summer, but at an appreciable cost. The cost could be 
leered if in qff seasons operators were willing to produce for less, 

. M See W. S. Wf^tinski, Seatonal Variatkms in Emplotfment in the United 
Sodal Science Reseat Council, 193% p. 71. 
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but they will not; woikers will not accept lower wages; railioads 
will not haul the coal for less; and dealers will not appreciably re- 
duce their profit margins. Operators storing coal would have to be 
protected against “snow-bird” operators who produce only during 
the months of hi^ demand. In effect the industiy would have to be 
cartelized and policed. If the “style” element found in so many 
goods we consume were largely eliminated or rigoroudy controlled 
Ae problem would be simplified in some trades. It is possible in 
some instances to reduce seasonal imemployment by changing 
methods of production or distribution, but this procedure has serious 
limitations. 

Dovetailing of products or employment also has exceedingly 
limited possibilities, but more than have been realized to date. It is 
possible for one firm to sell ice and coal, or to manufacture ready- 
made and bench-made clothes, or to have a variety of products with 
different seasonal peaks. Employers in a given community may work 
out a plan whereby they transfer workmen among themselves. And 
there could be dovetailing in various other ways. But only the ablest 
employers can or will do that. Furthermore, such actions not infre- 
quently add instability to the employment of other producers who 
specialize in those products. 

A third line of attack has recently assumed some importance. It 
is argued that wherever natural causes make it impossible to avoid 
seasonal fiuctuations in employment, a system of guaranteed annual 
wages would at least reduce or eliminate concomitant fiuctuations 
in income.®* There seems to be but little doubt among economists 
that many industries could thus substantially mitigate the adverse 
effects of seasonal unemployment. But there is considerable doubt 
as to whether a widespread use of sudi plans would seriously affect 
the economy, and many able economists believe that on balance a 
comprehensive system of guaranteed wages would not be good.** 
Here again, the remedy is probably worse than die evil. 

TeduudogicaL There is no dispute as to the existence of tech- 
nological unemployment, but mudi dispute as to its extent and 
duration. Common obs^ation confirms the claim that new and 

See Murray W. Latimer, Guaranteed Wages, A Beport to the Prerideat, 
CioverDmait Friating Office, 1947. 

^*Ibid,, comments by Professors J. M. dark, Sumner H. Slkhter, and 
Edward S. Mason, pp. 464-473; also A. D. H. Kaplan, The Guarantee of Asmsui 
Wages, Hie Brookiags Instituticm, 1947, diaps. vil and viiL 
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oiogre madiioeiy, sew and improved processes, graaerally result in 
tbe loss o£ jobs by many workers. When an industry decays because 
technological developments have made available more attractive, 
more useful, or dieaper competing commodities or services, or drifts 
to a new locali^ for some reason, stagnant pools of labor remain 
£c» years to burden the community. 

But common observation usually both begins and ends at that 
point in the process. What preceded the innovations and what fol- 
lows them in the industry in which they occur and in odi» inc 
tries is not easily subject to common observation. For in any laifie 
industrial economy, the forces affecting employment are numeroi^ 
and varying in strength and their influences are so intermingled ar 
intertwined that it is generally difBcult to evaluate the relative inc^ 
portance of any one of them. There is no laboratory in which one 
force may be varied and all others held constant. 

We are not here concerned with the theory of technological un- 
en^loyment, but we cannot resist the luxury of making a few gen- 
eral observations. The volume of technological unemployment will 
vary widi the octent of improvements being made, but not necessarily > 
in ^ same proportion. Ihe more technological improvements thore 
are in any period of time, the greater will be the volume of techno- 
logical unempl<}yment or the higher the level of living. Technological 
impovCToents set in motion forces which lead to Ae employment 
of workers, eithm: in the industry concerned or in other industries, 
or in both. Scnne erf these workers, it slmuld be noted, are employed 
bedore die improvements are introduced into industry. 

Ihe absolute volume of technological unemplc^onent may con- 
stantly increase, but only if die total population gainfully employed 
or die extent of industrialization constandy increases, and the rela- 
tive veflum^ that is die percentage of tecflmologically unemployed 
to die tc^ in the labor force, w^ increase only if and as die rate 
of technological improvement incareases. The rate of technologicial 
improvement has never steadily increased except for very brief 
periods of time and indeed couM not possibly increase markedty for 
A long perkxl of years. 

.Tennanent’' technological unemployment exists only in the smue 
in a dynamic eoooxaay thmre are always some workers who are 
nnmploy^. because of improvements. It is true that some iirill- 
who lose didr jcibs because of tedmological impnivtmwate 
he^ get aiiodier cme because th^ are too oM, to diet is not what 
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is usually meant by "peimanenf’ unemployment Frequent^, but 
not usually, woikers who lose their jobs because of technological 
improvements later find jobs in which their earnings are higher 
than before, but most of the displaced workers who find new jobs 
receive less pay. 

Any "remedy” for technological unemployment would inwrlve 
enlightened control over the introduction of improvements or over 
employment. That control could hardly be zeroised exc^t in a 
dioroughly monopolized of totalitarian economy, and it is not cer- 
tain that it would be exercised effectively there. It would more 
likely be exercised in a monopolized than in a totalitarian economy, 
for monopolies are definitely interested in restricting production 
and it may reasonably be assumed that totalitarian societies are in- 
terested in increasing production. A totalitarian government could 
force workers to move from one industry or locality to another or 
could "make work” enough to absorb residiial pools of immobiles. 

The evils of technological unemplojonent may be great, but the 
cure appears to be drastic. One may well hesitate to accept die cure. 
Even an appreciable mitigation of the evil would involve a hi^ 
price, in freedom or in the levels of living of those who benefit by 
improvements, or in both. The cost of control can be spread over 
time and among consumers, but it must be borne in any ^e of 
economy. 

Cyclical. Business depressions and recessions are die most seri- 
ous cause of unemployment The number of workers who lose their 
jobs or are laid off during downward swings of the business cycle 
is always great and what is even more important die duration of 
cyclical unemployment is generally quite long. Data given above 
indicate (he amount and duration of cyclical unemployment Data 
presmted to the Temporary National Economic Committee by Mr. 
Isaddr Lubin, U.S. Commissioner of Labor Statistics at that time, 
show diat assuming 1929 prices and production would have con- 
tinued the loss of national income from 1930 to 1938 inclusive was 
$132.6 biUion.^i’ The national income in 1929 was estimated at $81.L 
billicm. A substantial part of that loss merely represents doBaf de- 
fixation. But the [hysical industrial production loss during tibtne 
years amminted to nearly 140 percent of that for 1929, although the 

** Bniean of Natkmal Affijn, Verbatim Seport of the Tempor^jNtMemfl 
Eemtomte CommiUee, voL i, Betomce Data, Sectloa HL 
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dedine in the production of agriculture was negligible. The cost in 
terms of physical production was certainly great, although less than 
commonly believed. It was the concentration of unemployment 
among wage and salary earners, mainly wage earners, that was 
alarming. 

Many remedies to cure us of business cycles have been proposed, 
die particular concoction depending on the social, political, and 
economic outlook of the prescriber. We are not here concerned with 
those remedies. Yet the following observations, or opinions, wnll to 
hazarded. \ 

The business cycle is inherent in the functioning of capitalists 
democracies, although we are not agreed as to just why that shoulc 
be true. It may be mitigated by one or more small countries stra- 
tegically located in the world economy, as in Sweden, for example, 
but only at the expense of other countries. To eliminate or appre- 
ciably mitigate the business cycle in any large economy, rigorous 
control of private initiative will be necessary. That means a planned 
economy. Any effective planned economy is incompatible with free- 
dom of enterprise, which is the most essential element in capitalism. 
Thus if depressional unemployment can be eliminated or even 
appreciably reduced, it can be done only in a totalitarian or cartel- 
ized society. The evidence available at present does not justify the 
conclusion that even a totalitarian society actually can eliminate 
depressional unemployment, although it can hide unemployment 
radier effectively. But granting for the sake of the argument only 
that it could and admitting that depressional unemployment is ex- 
ceedingly bad, yet one can reasonably choose the unemployment as 
the lesser of the two evils. Something can be done to alleviate the 
suffering of depressional unemployment, but nothing can relieve the 
curse of totalitarianism. 

Effects of Unemployment. It has been suggested above that 
personal unemployment reflects in large part the operation of healthy 
lorpes in our economy and country. The movement of workers from 
one job to another, from one employer to another, from one industry 
to. another, and from one locality to another helps bring abdut a 
better adjustment between workers and jobs than would otherwise 
exist Some ^ that movement is quite aimless, jurt as lack of move- 
in^ on die part of some people is quite senseless. But aimless move- 
jmeiA and sensele^ nonmoveomnt r^resent a part of die price we 
for freedom. The gafn fax exceeds die loss. 
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Technological unemployment also represents the operation of 
healthy forces in the economy. More people have been able to live, 
and to live on a higher plane, because of technological improve- 
ments. The resulting unemployment represents a part of the price 
paid for those improvements. It is the opinion of most economists 
that this part of the price is relatively small. Technology has made 
the economy more highly specialized, interdependent, and more 
subject to damage from shocks resulting from such things as crop 
failures, wars, and speculation. This also is part of the price we pay. 
There are some who believe that technological changes play an im- 
portant role in bringing about depressions, and an elaborate theory, 
but one not generally accepted by economists, has been built up on 
the basis of this supposed relationship. 

As suggested above seasonal unemployment does not present an 
acute problem since much of it is of short duration and is for the 
most part predictable. 

But the excessive and prolonged unemployment resulting from, 
or at least associated with, business cycles, is for the most part dis- 
tinctly bad. The income and savings of workers are reduced and 
many find it necessary to contract debts. Many families are broken 
up altogether, and in others the members are separated, at least for 
some time. Children are deprived of the opportunity for education, 
and young people who have finished their schooling are deprived 
of the opportunity for promotion in their chosen fields of work. 
Large numbers are compelled to accept relief, with unfortunate 
eSects on their morale and on that of their families. Some, but fewer 
than popularly supposed, are so broken in spirit that they prefer 
relief to work. The seriousness of this phenomenon of unemployabil- 
ity is grossly exaggerated by both radicals and reactionaries. Unused 
skills do deteriorate, but the extent to which this occurs is also 
grossly exaggerated. Many who do not go on relief nevertheless 
suffer anguish and drastic reductions in their standards of living. 
Many suffer from lack of adequate or proper food. Honesty becomes 
for many a luxury which they think &ey can ill afford. Quacks be- 
come more numerous and suck too much of the little Life blood re- 
maining, and in return give only glowing promises of a better life to 
come, if only their panaceas be accepted. Governments are corrupted, 
partly in order to offset the growing influence of the quacks and partly 
because a portion of the increas^ flow of relief money just natu- 
rally fails to continue through the sticky fingers of some p^iticians. 
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Mote could be ttdd, but it need not, for surely eveiy reasootdde 
and (^serrant person is aware of the serious evils of prolonged un- 
employmwt. However, two ebservations may be hazarded. It is not 
true that "every part of the community loses when high employmoat 
is not maintain^.” ^ When high employment is accompanied by 
high costs and prices, some gain at the expense of others. Millions 
of individuals, most of them workers, are better ofiE during depres- 
sions than during times of prosperity. That was true even during the 
^^t depression of the Thirties. For some had full and nnny 
others had nearly full employment at wage rates which were! re- 
duced less than the fall in prices. Their real wages were himer. 
During die postwar boom, with its full employment and high prioes, 
the real income of millions declined. That is not, however, .a good 
argument in favor of depressions, and it is not intended as such. It^ 
a simple statement of a well-known fact. 

The other observation is that drastic reforms might well involve 
a greater cost over a period of years than the evils that would be 
eliminated. Unemployment is a grievous burden when it occurs. 
But the economy in which it occurs may be more efBdent over a 
period of years dian one in which unemployment is eliminated by 
rigorous controls. It may be more efficient in terms of quantities and 
qualities of goods and services produced. And it does provide more 
freedom for individuals of all classes, and freedom is a valuable 
good, perhaps the most valuable, even in times of depression. This 
obs^ation will not be considered seriously by those starry-eyed 
dreamers who, having read a book, consider Aemselves properly 
qualified to roll up their sleeves and make over the world. 

UNEMPLOYMENT COMPENSATION 

Unemployment compensation is not in any sense of die word a 
panacea for the evils ^t have just been suggested. Even its most 
ardent advocates know that It is not designed to alt^ in any funda- 
pmtal reject die existing system of production and distribution. 
There are some, it is true, who believe that unemployment compen- 
sation can be made to bring about a greater degree of stabilizatimi 
ih buriness. But this is disputed by others, and in any event it' is not 
dootcpded that unmnployment compensation sdone is suffid^ to 

! W. Latimer, Quarmteed Waget, A Beport to the Pnrideat, 

]9«r;p.20. 



THE »(Oei£M OF vKBhmxmmsT 


diminate, or to apfuredably mitigate, tbe business c^de. Ctetainly 
none o£ its advocates contend diat compensation will eliminate 
private enterprise and the profit system, although some of its op> 
ponents have advanced that suggestion. 

What then is unemployment compensation designed to do? As a 
first approach to an answer, it may be said that unemployment com- 
pensation is designed to distribute part of the money losses that are 
sufiFered by workers because of unemployment. Not all unemploy- 
ment is paid for, and what is compensated is at less than the full 
amount lost, especially for the better-paid workers. The duration of 
benefits in even the most liberal system is not long enough to care 
for extended unemployment. In short, it may be said that unemploy- 
ment compensation is designed to distribute in part the losses suf- 
fered from erratic unemployment and to absorb the first blow of 
depressional unemployment. There is reason to believe that seasonal 
unemployment results in a disproportionate amount of payments 
made. As presently designed, the relief of prolonged unemployment 
tells altogether outside its scope. 

The cost of paying benefits is distributed. Just who bears die 
burden, whether it be the workers, employers, or public, or all ccmi- 
bined, is disputed. But the burden is not borne by the unemployed 
worker who receives benefits, except to the extent that he as a 
worker or a consumer may pay the necessary taxes. 



CHAPTER TEN 


FEDERAL UNEMPLOYMENT 
COMPENSATION PROVISIONS 


As IN other countries and with other movements, unemployment 
compensation in the United States is rooted in the past. But before 
Federal action was undertaken to speed the movement along, we 
had only mere rootlets that were not very firmly imbedded in our 
economy. As a result of Federal action, the country was blanketed 
with state laws within the space of a few years. It will be worth 
while to review briefly the background to that action. 


THE BACKGROUND 

The hi^ lights of that background include the abandonment of 
an ancient concept, the testing of voluntary plans, and the struggle, 
dirough prosperity and adversity, for compulsory acts.’ 

Poor Relief. Until about 1890, unemployment was in this coun- 
try regarded as a problem of poverty and poor relief. Almshouses 
were well patronized by tramps, and vagrancy and unemployment 
were considered to be almost synonymous. Unemployment was 
thought to be the result of personal causes, a conclusion which arose 
&om the hardy American doctrine of individualism. However, the 
En g lish, where the doctrine of individualism was less hardy, held 
the same beh'ef. By 1900 it had become clear to social scientists and 
business leaders Aat there were important nonpersonal causes of 
unemployment, such as business depressions, seasonal fluctuations, 
new inventions and processes, bankruptcies and mergers; and by 
1910 the idea that unemployment was primarily “a problem of in- 

1 The matnial in this section is taken in modified form from the author’s 
chapter, “Minimum Income Insurance,” in Sd>a Eldridge and associates, De- 
Mlopment of CoUecHoe Enterprise, University of Kansas Press, 1943. 
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dustry” was generally accepted. The report of the British Poor Law 
Ciommission, 1906-1909, and Mr. (now Sir) William Beveridge’s 
book: Unemployment, a Problem' of Industry, published in 1908, 
were perhaps mainly responsible for the shift in opinion, or at least 
for its crystallization, but the depressions of 1897 and 1907 contrib- 
uted materially to a better understanding of the problem. 

So long as unemployment was considered to be primarily the 
result of personal causes, the workhouse test was the only remedy 
considered applicable. As understanding of the phenomenon in- 
creased, other remedies were proposed, such as the stabilization of 
industry, public works, placement oflfices, vocational training, restric- 
tion of immigration, and reduction of hours. These new remedies 
were proposed by students of the social sciences and trade union 
officials. Some writers were interested in the possibilities of insurance 
against unemployment, but they were few and exercised little in- 
fluence. 

Trade Union Benefit Plans. English trade unions began paying 
out-of-work benefits early in their history, and the first American 
example of which there is a record dates back to 1831.^ In America, 
trade unions had the only systematic provision for unemployment 
until after 1914, except for one guaranteed employment plan estab- 
lished in 1894 in the wallpaper industry and sponsored jointly by 
a union and an employer. But the movement was decidedly back- 
ward, owing to weakness of the union movement, to the idea that 
unemployment was due to personal causes, to opportunities for 
personal advancement, and to the belief prevalent after World War 
I that business could be stabilized.^ 

The city of Ghent, Belgium, in 1900 began the policy of sub- 
sidizing private organizations, mostly unions, paying unemploy- 
ment benefits. The Ghent system, as it has come to be known, was 
widely adopted in other European cities, and it became the first 
type of unemployment compensation to gain substantial popularity. 
In die United States, however, the idea, while exerting some in- 
fluence, never became very popular. As late as 1910, a prominent 
and socially-minded American economist believed that it would be 
""premature” to propose the Ghent system for this country, and he 

2 Bryce M. Stewart and others, UnemphymerU Benefits in the United 
States, Industrial Relations Counselors, Inc., 1930, p. 80. 

> Constance A. Kiehel, **Security of Job Tenure and Trade Union Benefits,** 
American Economic Review, September 1937, pp. 453-455. 
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reccaamonded instead that the Federal govenment (Hicourage trade 
unhms to pay benefits by informing them of the methods used 
unions in other countries.* A New York commission appointed in 
1909 to study employers’ liability and odier matters reported in 1911 
the conclusion of its subcommittee, to which W. M. Leiserson was 
attached as a special investigator, that although unemplc^ment 
insurance was commendable, Belgium could not be emulated here 
tmtil adequate data became available. 

Early Movement for Compulsory Acts. Britain enacted a cdm- 
pulsoty unemployment insurance law in 1911, to become effective 
the following year. The Poor Law Commission, which reported m 
1909, was divided in opinion on the subject, but both the majoriW 
and the minority groups were opposed to a compulsory act. Tne 
Charity Organization Society, the insurance companies, and the 
trade unions were also opposed. But Winston Churchill, then presi* 
dent of the Board of Trade, was desirous of having some kind Of a 
national system, and he asked Hubert Llewellyn Smith and William 
Beveridge to prepare a plan that would provide payments not 
tainted widi charity. They did so. Lloyd George, the Chancellor of 
the Exchequer, the “little Welsh attorney” with a social imagination 
and btuming eloquence, fought brilliandy for that plan and despite 
widespread opposition succeeded in bringing about the enactment 
the world’s first compulsory national unemployment insurance 
law. The Act did not become popular in Britain, however, until 
after the first World War.® 

The British act stimulated interest in the United States, but the 
movement here remained feeble. The American Association for 
Labor Legislation, until 1927 the only national organization advocat- 
ing social security measures and dre most potent factor in the early 
unmnployment compensation movement, sponsored die American 
Conference on Social Insurance, which in 1914 urged the adoption 

^ Hairy Rogers Seager, Social Insurance, The Macmillan Compmy, 1910, 
pp. 111-112. Professor Seager discussed the (%eiit system at die first aimual 
meeting of die American Association for Labor Legislation in 1907, 

®Mary B. Gilson, Unemployment Insurance in Great Britain, Industrial 
Rdations Counsdors, be., 1931, pp. 40-41; R. C. Davidson, The Unemployed, 
Longmans, C^een & Company, Inc., 1929, diap. iii. The Liboral ParW Ministw 
had {Komised the doctorate that if it were returned to power it womd j^vide 
mien^qynient iiismraiH» covering at least 2,500,000 persons. That was 
pioxinsately die number of trade unionists and it was sr^posed by many that 
me Ghent im^em would be introduced. Henry R. Seager, Social bmtnmoe, 

mo,p.ua 
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ci unempIoymttDt insimuioe. Late in 1914, &e California Com^ 
missfon on Immigration and Housing favored unemployment insur- 
ance, but was not prepared to recommend any particular form. A 
few days later the Chicago Municipal Mwkets Commission, retort- 
ing to the Mayor and Aldermen on a practical plan to relieve destitu- 
tion and unemployment, spoke favorably of insurance. Various 
attempts to permit authorized insurance carriers to underwrite 
unemployment insurance failed. 

A bill modeled after the British act, but including a wider range 
of industries, was drafted by the American Association for Lahot 
Legislation for the Massachusetts Committee on Unemployment 
and introduced in the Massachusetts legislature in January of 1916. 
That was the first American unemployment compensation bill. In 
the hearings, the bill was opposed by representatives of employers’ 
and employees’ organizations and it did not come to a vote.* War- 
induced prosperity killed nearly all interest in it The Massadmsetts 
legislature of 1916 created a committee on social insurance, and a 
minority report of that committee made early in 1917 advocated 
“some system” of unemployment insurance whenever adequate data 
became available. 

Representative Meyer London, Socialist introduced in the Con- 
gress in 1916 a resolution to create a commission to draft a bill for 
a national system, and this was the first time the subject came before 
the Congress. In the hearings, unemployment instuance was ad- 
vocated by Rufus M. Potts, an insurance executive, and by Dr. I. M. 
Rubinow, secretary of the instuance committee of the American 
Medical Association, who appeared at the request of the Socialist 
Party. Samuel Gompers, of the American Federation of Labor, 
opposed a commission to study compulsory insurance, but was vis- 
ing to have a commission study voluntary insurance.'^ Nothing more 
was done in Congress on the subject for twelve years, when a bill in- 
troduced by Representative Victor Berger, also a Socialist, was killed 
by the'Committee on Judiciary and tire Senate Committee on Educa- 
tion and Labor undertook the first stucty of the subject made a 
Congre^idnal committee. The Socialist activity mentioned here Wd 
little influence on tire movement and that probably of an adverse sort 
Any proposal by a Socialist was certain to fail of passage and to 
jtiSen tibe opposition. 

*Biyoe M. Stewart, op. cit, p. 574. 

570-571. 
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The depression of 1920, with its peak of unemployment of about 
4,2^,000 nonagricultural workers, revived interest in unemployment 
compensation. It did so despite President Harding and Secretary 
Hoover s warning to the members of the President’s Conference on 
Unemployment against the dangers of “doles from the public 
treasury.” The Huber bill, best known and most important of early 
state bills, was introduced in the 1921 session of the Wisconsin 
Legislature. Professor John R. Commons was responsible for the 
form of that bill. Following the principle of workmen’s compehsa* 
tion, the bill placed the entire cost on employers. A state-wide pooled 
fund was established, and rate variations based on the volume\of 
unemployment were allowed. It was a blend of workmen’s com- 
pensation and unemployment insurance, hence the name “unemploy- 
ment compensation.”^ The bill came within one vote of passing. 
Similar bills were introduced in the 1921 session of the Pennsylvania 
legislature, in the 1923, 1925, and 1927 sessions of the Minnesota 
legislature, and in several sessions of the New York legislature in the 
1920’s. All of these bills were supported by organized labor and 
opposed by employers’ organizations. A Socialist representative 
introduced a bill modeled after the English law in the 1921 session 
of the New York legislature. 

Early in January of 1922, Henry L. Shattuck introduced an un- 
employment insurance bill in the Massachusetts House of Represen- 
tatives. In the hearings, the bill was supported only by Henry L. 
Dennison, liberal manufacturer, and by John B. Andrews, secretary 
of the American Association for Labor Legislation. It was opposed 
by the Massachusetts Associated Industries and by representatives 
of the American Federation of Labor. A committee to which the 
bill was referred reported adversely, saying that compulsory un- 
employment insurance was inconsistent with American principles 
and that, if adopted, the state’s industries would be at a competitive 
disadvantage. 

The ^‘Ncw Era” and Voluntary Plans. The “new era” of pros- 
perity in the middle and late Twenties saw the movement lag and 
almost die out. It was believed that there was no need for such 
legislation. England’s unfortunate experience with the “dole” was 
RxUy exploited by those opposed to unemployment insurance. It is 
true that in Wisconsin a bdl was regularly introduced and that a 

B Edwin E. Witte, '^Development of Unemployment Compensation, “ Yeb 
ham humd, vol. 55, No. 1, December 1945, p. 24, 
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few were bitacoduced in otl^ legislatures as wdl, espedally 
in New York. It is true also diat in 1928 Senator Couzens succeeded 
in getting an investigation of the subject made by the Senate Com- 
mittee on Education and Labor, wlddi reported that to establi^ 
such a system would be “premature.” There was consid«able 
progress in the movement for voluntary plans among employers, and 
also joint union-employer plans, and a decline in union out-of-woik 
benefits. But it all added up to very little. Bryce M. Stewart could 
say that “the charity approach” still remained dominant. 

A survey made by &e United States Bureau of Labor Statistics 
in April of 1931 showed 79 unemployment benefit or employment 
guarantee plans in establishments employing about 226,000 workers, 
although at least 65,000 of those were not eligible for benefits.* There 
were 15 employer plans in establishments employing 116,000, 
although only about 50,000 were eligible for benefits. The first of 
these was established by the Dennison Manufacturing Company in 
1916, but benefits were not payable until 1920. The Colwnbia Con- 
serve Company established its plan in April of 1917, and it is gen- 
erally credited with being the ^t to pay benefits. All but three of 
die plans were established before the Great Depression. There were 
16 union-employer plans covering 65,000 workers. The first joint 
plan was set up in the wallpaper industry in 1894, and it stood alone 
until 1921 when a plan was organized for die women’s clothing 
industry of Cleveland, Ohio. The most famous of the joint plans 
was that in die Chicago men’s clothing industry, which was set up 
by Professor John R. Commons. The only joint plan established after 
1928 was in the hosiery industry in 1930. In 1934, the number of 
plans had declined to five. Forty-eight trade union plans, all but 
three of which were by local unions, covered some 45,000 workers. 
The oldest was that set up by the Deutsch-Amerikanische Typo- 
graphia in 1884. Seventeen were established before 1^0; 20 in the 
years 1920-1928; and 11 after 1928, eight of these after die depres- 
started in 1929. 

Hie Great Deprearion. During the Great Depression, Am<niea 
experienced its most extensive and prolonged unemployment. As a 
result, interest in unemployment compensation increased greatly. 
Bills to establish compulsory state {dans were introduced in 17 

* United States Bureau of Lalxw Statistics, Unemployment Benefit ^am in 
Ae VntMi States and Unemployment Insurance in For^n Countries, BefieUB 
No. 544, 1031. 
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l^iidatores in 1931. In 1932 the Democratic national platform con- 
tained a plank favoring state unemployment insurance laws, the 
American Federation of Labor reversed its traditional oppositioai 
and approved such legislation, and Wisconsin enacted America's 
first unemployment compensation law. That law embodied the 
“employer-reserve” principle, and was to become effective only if 
an insufficient number of voluntary plans were established within 
a reasonable time. 

A veritable flood of bills flowed through the 1933 and 1934 sjate 
legislatures, but none was enacted into law. In a few states, one 
house passed a bill, but Professor Witte says that in 1933 Wisconnn 
would have repealed its law had its supporters not agreed to post- 
pone Ae effective date for another year. Two reasons were 'offer^ 
by tihe successful opposition: first that the added burden on business 
at the time would hinder recovery; and second that any state enact- 
ing a compensation law would put its employers at a competitive 
disadvantage. 

A United States Senate committee appointed early in 1931 to 
investigate unemployment insurance concluded that such insurance 
was not within the sphere of Congressional action and that if it 
were it would be inadvisable, but that Congress could encourage 
private systems by allowing employers to deduct all or part of their 
contributions in computing their income taxes. Senator Wagner, a 
member of the committee, urged compulsory state laws and Federal 
income-tax deductions, but he did not at that time urge the tax- 
offset method later adopted. 

In 1934 the Wagner-Lewis bill to encourage state action proposed 
a Federal tax with provision for offsetting state taxes. All groups 
advocating unemployment insurance were agreed on this proposal. 
President Roosevelt urged its passage in a letter to the Ways and 
Means Committee. Lawyers were convinced that such an approach 
would stand a good chance of Supreme Court approval and also 
would be most likely to secure foe approval_of influential state 
aufoorities. The bill was not reported out of committee. Instead, 
President Roosevelt and his Cabinet committed themselves, in his 
special message to Congress on June 8, 1934, to a foorou^ .study 
not only of unemployment insurance, but of all aspects of social 
security, with the furfoer promise that he would present a compre- 
hensive social security bill to foe next Congress. The reason for dw 
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delay seems to have been that the leaders believed the time for a 
fairly comprehensive syst«n of social insurance was at hand and 
t^t hasty movement in any one direction was likely to interfere 
with the establishment of a well balanced system.^** 

A fairly comprehensive plan including unemployment compensa- 
tion was worked out in 19^. For unemployment compensation, tl» 
Committee on Economic Security did not recommend a national 
system as it had for old-age insurance. It proposed instead state 
systems. Action by the Federal government should consist of legisla- 
tion enabling states to act, safeguarding reserve funds, and assist- 
ing the states with their problems, but leaving to the states Ae 
primary responsibility for administration. Since the greatest obstacle 
to state enactments apparently was fear of competitive disadvantage, 
the Committee recommended a uniform Federal tax on pay rolls 
with the privilege of an offset against that tax to employers in states 
having unemployment compensation laws. Fear of unconstitution- 
ality was an important factor in the Committee’s preference for the 
tax-offset plan rather than a national system or a tax-rebate plan, but 
the presence in strategic positions of persons responsible for the Wis- 
consin employer-reserve plan was also a factor of importance. 

President Roosevelt used all of his influence to get Congress to 
enact the bill, and he was successful, although many changes were 
made in the basic bill agreed upon by the Committee on Economic 
Security. It was the Social Security Act that resulted in the establish- 
ment of unemployment compensation programs in all of the states. 

THE SOCIAL SECURITY ACT PROVISIONS 

The Social Security Act of 1935 provided, among other things, 
for stimulating the enactment of state unemployment compensation 
laws. A Federal Unemployment Tax was levied on pay rolls and 
employers paying taxes under an approved state unemploym^t 
compensation law were authorized to offset those payments, up to 
a specified maximum, against the Federal tax. Provision was also 
made for paying out of Federal money all necessary and proper 
costs of admibistering the state laws. That was done in order to 

Edwin E. Witte, "An Historical Account of Unemployment Insunmce in 
die Social Security Act," Law and Contemporary FroJmmt, voL iii, 1986, 
157-169. 
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insure that adequate administrative machinery would be estid>- 
li^ed by the states. But the matter of insuring that state laws 
would be reasonably adequate was for the most part side*st^ped, 
and states were given almost complete freedom to experiment and 
to adapt their laws to local characteristics. Only a few general condi- 
tions were laid down, the observance of wUdi was required for 
approval. 

The Federal Tax. An unemployment tax of 3 percent is levied 
on the wages and salaries paid by those who employ eight or more 
different individuals on any 20 or more days in the calendar jyear, 
each day being in a different week, but the tax is not levied oil that 
part of any worker s wage which exceeds $3000 per year fromy any 
one employer. Thus an employer who has eight different wor^rs 
on at least one day in each of 20 weeks and seven or fewer foryhe 
remainder of the year pays the tax on the wages of all of his workWs 
for the entire year, and not only on the wages of the eight, or for 
20 weeks. In 1954, Congress provided that beginning on January 1, 
1956, the tax applies to employers of four or more. 

The rate of 3 percent was chosen partly because studies made 
indicated that 3 percent of pay roll would have yielded enough 
money to pay the benefits provided in model bills throughout tlje 
1920’s and into the year 1932, including the cost of administration. 
It also represents a compromise between those who wanted high 
benefits for large numbers and those who wanted to restrict the 
system to disaster relief. Employers of fewer than eight were not 
included because it was thought that the problem of administration 
would be too complex until after considerable experience had been 
accumulated, and also in order to keep down political opposition. 
The minimum of 20 weeks was inserted to eliminate purely seasonal 
activities closely connected with agriculture. 

As first enacted in 1935, the tax was on total wages, but in 1939 
the limit of $3000 was adopted because it was thought that the 
rdatkm between the tax and possible benefits to employees with 
hi|^ incomes was too much out of line. Furthermore, payments 
made to or on behalf of a worker under re&rement, sickness or 
aoddent disability, medical or hospitalization, or life insurance 
plans are not tax^, provided the worker does not have the option 
q£ receiving the equivalent of the premiums in lieu of the insuranoeb 
or of assigntog life insurance benefits, or of receiving a cash vabie 
iqxm wi^^wal from the plan. 
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Emplojrmeiito Exempted. The tax is not levied on all etai^ay- 
ment Until 1950, exclusions wore practically idaitical with diose in 
the Old-Age and Survivors Act, but since then coverage under the 
latter Act has expanded greatly while practically no expansion has 
occurred in the unemployment tax coverage. The most imporbmt 
of the excluded employments are agriculture, domestic service, 
casual labor, public service whether governmental or proprietary, 
and work for religious, charitable, scientific, literary or educational 
organizations not operated for profit. There is now a separate Fed- 
eral act for interstate transportation employees and therefore the 
tax no longer applies to them. In the original act, interstate trans- 
portation was included and the employees were covered by state 
acts. A separate system was established at the insistence of the rail- 
road workers, and there was but little serious opposition from any 
source. 

Tax Offset. Employers subject to the Federal tax who are also 
required to pay a state unemployment compensation tax may deduct 
from their Federal unemployment tax the amounts they actually 
pay to the state, subject however to certain conditions. No matter 
how much an employer pays to the state, he may not deduct more 
than 90 percent of his Federal tax. It was believed that 10 percent 
of the 3 percent tax would suffice to pay all necessary administrative 
costs. And no employer may deduct bx>m his Federal tax what he 
pays into the state unless the state act is approved by the Secretary 
of Labor. The following general requirements specified in the Fed- 
eral law must be incorporated into state acts if they are to be ap- 
proved for tax-offset purposes. 

No state act could be approved originally unless it provided dut 
benefits would not be payable for at least two years from the flr^ 
day on which contributions to the state fund became payable. This 
was done to enable the states to build up reserves against whidi to 
draw if necessary once their acts became fully operative. 

All. the money collected by the state must be sent to tbe Secretary 
of dte Treasury, who puts it in what is called the Unempl(^nnesst 
Trust Fund. This was done to make possible centralized investmoirt; 
of reserves wd to protect those reserves. A separate book aoeount 
is maiirixined for each state and amounts received, plus totocest 
earned on those amounts, are credited to the account^ of the states 
making dmm. 

Ihe Secretory of the Treasury ke^ hr cadi as nnsdh of this Fund 
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as he thinks necessary to meet current withdrawals by states, and 
invests the remainder in United States bonds, or in obligations the 
principal and interest of which are guaranteed by the U.S. Govern^ 
ment. The obligations may be bought in the open market, or they 
may be original issues at par. Special issues of bonds made for this 
purpose bear interest at a rate equal to the average rate of interest 
borne by all outstanding interest-bearing obligations then forming 
a part of the national debt. Obligations other than these special 
issues may be purchased only if they yield at least as much as do 
the special issues. The Secretary may sell any obligations so acquired 
when necessary to meet current withdrawals, and he may r^eem 
special issues at par. Interest earned is added periodically ra the 
Fund and becomes a part of the reserve. \ 

A state may draw on its account in the Unemployment Trust 
Fund, but it may draw only what is needed to pay benefits to un- 
employed workers, and in no case more than it has to its credit. 
Strictly speaking, the money may be withdrawn and used for any 
purpose whatsoever. But if used for any purpose other than the 
payment of benefits, the tax offset and “additional credits” would no 
longer be available to employers. In 1946 this limitation was 
amended to permit states in which employees have contributed to 
the Fund to withdraw the amounts contributed by employees in 
order to pay cash disability benefits, but not to pay the expenses 
of administering disability compensation. Nine states have at one 
time or another collected contributions from employees for un- 
employment compensation, and three for cash disability payments. 
Furthermore, all benefits must be paid by the state through public 
employment offices, or through such other agencies as may be ap- 
proved by the Secretary of Labor. Many states pay by checks 
mailed through the postal system. 

Another condition is important. Unemployment compensation 
acts are designed to pay benefits to persons out of work, able to 
work, but unable to find a job. If work is available and an un- 
employed person refuses without good cause tq^ accept it, he gener- 
ally automatically becomes ineligible for benefits, at least for an 
extended period of time. However, the Federal Act specifies that no 
unemployed worker who is otherwise eligible shall be denied benefits 
because he refuses to accept a job if that job is available as the result 
of a strike, lockout, or other labor dispute; if the .wages, hours, or 
wmiking conditions are substantially less favorable than those pre- 



federal UNEMELOYMENT GOMFENSATION FROVISIONS 237 

vafling for sixnilar work in the community; or if in order to get die 
job the worker must join a company imion or sign a "yellow-do^ 
contract, ie., give up membership in or promise not to join a bona 
fide union. These provisions were inserted to make sure that state 
unemployment compensation laws are not used as weapons to break 
strikes, weaken regular labor unions, or break down labor standards. 

.Finally, all the rights, privileges and immunities conferred by a 
state’s unemployment compensation law must be subject to amend- 
ment or repeal by the state legislature. This condition was probably 
inserted to prevent contracts between workers and employers which 
could not subsequently be impaired by legislation, owing to the 
Federal constitutional provision prohibiting state legislation im- 
pairing the obligation of contract. Furthermore, it prevents an in- 
dividual from acquiring a vested interest in promised benefits or 
tax rates. 

These are the conditions which must be observed in state laws 
in order that employers may deduct from their Federal tax die 
amounts they actually pay under state unemployment compensation 
laws. 

Additional Oedits. In states having experience-rating plans 
many employers do not pay the “standard” tax rate, which is 90 
percent of 3 percent, but pay less because they maintain relatively 
stable employment. The tax-offset credit allowed against the Federal 
Unemployment Tax applies only to the amount of tax actually paid 
into a state plan. Unless special provision is made, then, the em- 
ployer who is charged less Aan the standard rate by the state would 
gain nothing, for he would have to pay the difference to the Federal 
government. That is why provision is made for allowing the 
employer an “additional” credit. 

Additional credits amount simply to this, that employers whose 
taxes are reduced because their workers experience relatively littiie 
unemployment may deduct from their F^eral tax not only the 
amounts actually paid into a state fund, but also the amounts d>at 
they woiild have paid had they been charged die highest rate ap- 
plicable in the state. They may not, however, deduct more than 90 
percent of the Federal tax. In order to prevent abuse of the privilege 
of additional credits, certain special conditions laid down by die 
Federal act must be incorporated into state acts. 

In those states having pooled funds with experience rating, Le., 
where all of the taxes go into a sin^e state-wide fund, no en^loyer 
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nu^ be ^van a reduced rate except on die basis of his empb^ooMRit 
ei^erience, or otber factors bearing a direct relation to unemploy- 
ment risk, for tbe diree years immediately preceding tbe one in 
whicb be is to have tbe reduced rate. But beginning January 1, 1^5, 
newly covered employers who have not b^n subject to the state 
law for three years may nevertheless get lower rates based on the 
experience diey have accumulated under the law, but not with less 
thw the entire yem immediately preceding the computation date. 
Uniform rate reductions are not permitted, even though they mi^t 
at times be desirable. I 

For employers in states having reserve account plans, i.e., ^ere 
part or all of an employer's contributions are credited to his mdi- 
vidual account and benefits are paid from that account to\his 
workers, the conditions are more complicated. No reduced rate may 
be given to an employer unless: (1) benefits were payable fr^ 
his reserve account throughout the entire preceding year; (2) the 
balance in his reserve account equals at least five times the largest 
amount of benefits paid from it in any one of the three preceding 
years; (3) that balance is not less than 2.5 percent of the pay roll 
on which taxes were paid into the reserve account during the three 
preceding years. 

Minimum conditions are laid down in die Federal law which 
must be observed if employers guaranteeing work or pay are to 
have the ben^t of lower unemployment compensation taxes for 
doing so. Special provision was at one time made in several state 
laws for guaranteed employment plans, and workers who in accord- 
ance with such plans would have received die amount of employ- 
ment or wages guaranteed would not have been eligible for un- 
employment compensation benefits during the guaranteed period. 
However, no state ever put diis optional provision into effe^ and 
all such state provisions have been repealed 

Vofamtary GontrOmtioiis. Some state laws provide that em- 
ployers who wish to do so may make voluntary contributions to 
didlr accounts in order to get the benefit of lower rates under the 
state experience-rating plan. Until 1947, the Federal law made no 
mention of such a procedure, but die Social Security Administration 
approved tbe practice, provided that die voluntary contributions 
were made b^re the first date in. the year on which regular pay- 
ments were due. However, early in 1947, Minnesota amended its 
i^mwAplnynynt compensation law to count voluntezy ocmtributions 
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madd on or before June 30, 1947, ot 'wiAfo 60 days tboreafiter, on 
rate reductions retroactively for &e year 1946 and currently for ibe 
year 1947. 

The Federal Commissioner for Social Security could find no 
reasonable basis under the Federal Act for approval of the amend- 
meat, and the result of his refusal to approve meant that Minnesota 
employers would not be permitted to deduct their additional credits 
from the Federal tax. But the Congress changed the law.*^ Volimtaiy 
contributions are now expressly permitted. Beginning with 1948, die 
contributions may be made at any time within 120 days of the 
beginning of the rate year. The law also permits voluntary contri- 
butions made before 1948 to be counted for rate making purposes. 

Administrative Costs. The Federal government pays all (he 
costs necessary and proper for the efficient administration of state 
acts, as certified by the Secretary of Labor, who now administers the 
law, to the Secretary of the Treasury, but the Federal government 
does not administer or supervise the administration of those acts. In 
computing the amounts to be paid for administration, die Secretary 
must consider the state’s population, the estimated number of per- 
sons covered by the law, and such other factors as are believed to be 
relevant. But the Secretary may not certify for any fiscal year a total 
amount for all states greater than the amount appropriated for that 
year by Congress. 

In order to qualify for this expense money, the state acts must 
conform to certain standards. There must be a merit system for the 
selection, compensation, and tenure of personnel administering the 
act. But die Secretary of Labor has absolutely no authority widi 
respect to the selection, tenure, or compensation of any individual. 
Furthermore, there must be such methods of administration as are 
reasonably calculated to insure the full payment of benefits when 
due. All of the mon^ paid to the states for administration must be 
used for that purpose. 

In order to qualify for administrative expense grants, state acts 
must also provide an impartial tribunal before whidi any person 
who is denied benefits may have a fair hearing. All the money 
collected from the state unemployment tax must upon rec^pt b^ 
d^iosited in the Unemployment Trust Fund in Washington ax^ 
withdrawn only to pay ben^ts, which are to be paid throng 

how No. 306, 1947. Social SoeurUy Bulletin, Septaabev 1947, 

p. 14. 
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employment offices or other agencies approved by die Secretary. 
However, the excess of Federal unemployment tax collections over 
grants for administrative eiqpenses credited to state reserves may be 
used for benefits or administration. Amounts collected from workers 
by states may be used to pay temporary disability benefits. 

The state must also make such reports as the Secretary of Labor 
may require, and he must also report upon request to any Federal 
agency administmng public works or assistance programs the name, 
address, occupation, employment status, and rights to further l^ne- 
fits of persons receiving unemployment compensation. The o iject 
of this provision is to make possible some.degree of coordination 
between the respective agencies. If the Secretary finds that any 
state administrative agency unjusdy denies payments to qualified 
individuals in a substantial number of cases, or fails to comply vnth 
any of the provisions given above, administrative grants will ceaW 
and will be resumed again only after the Secretary is satisfied that 
corrective measures have been taken. 

The Federal tax of 3 percent is uniform throughout the entire 
country, and all employers covered by the act are subject to it. Thus 
employers in a state without an unemployment compensation law 
would not have a competitive advantage over those in states with 
such a law, for they would have to pay as much, and in many 
instances even more, to the Federal government. Furthermore, their 
workers would not be eligible for benefits. Money is thus “kept at 
home” by having an unemployment compensation act. This “induce- 
ment,” if such it can be called has been so attractive that all states 
have enacted laws. 

THE FEDERAL EMERGENCY RESERVE 

The War Mobilization and Reconversion Act of 1944— the 
“George” law— established a Federal Unemployment Account in 
the Unemployment Trust Fund, which was designed to be a source 
of money for states whose reserves might be in danger of being 
depleted.^^ At the time this law was enacted, diere was considerable 
fear that during the postwar reconversion to civilian production un- 
employment would reach excessive proportions in some states and 
ediaust resei^jijps. 

The Act a^lhorized appropriations to this Account of (1) that 
^PubUc Law So. 458, 78th Congress, approved October 3, 1944. 
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part of the Federal Unemployment Tax collected before July 1, 1943, 
which was in excess of the amount actually sprat for administration 
of state acts; (2) any such excess existing in die fiscal year 1945 and 
subsequent fiscal years; and (3) any further sums that might be 
necessary to lend to states which found it necessary to borrow be- 
cause of inadequate reserves. It was intended that this Account 
should be maintained only during the immediate postwar period; 
and although extended for a time, the Act was later amended to 
eliminate the authorization of any additional sums needed, and also 
to abolish the entire Account on April 1, 1952, with the amount 
in die Account returned to the general fund of the Treasury. 

The amendments of 1954 reestablished the loan account. The ex- 
cess of Federal collections from the three-tenths of one percent tax 
payable by covered employers over employment security admin- 
istrative expenditures is now appropriated to the Unemployment 
Trust Fund. Employment security administrative expenditures are 
those made by the national government for administering state un- 
employment compensation acts, seamen’s and veterans’ unemploy- 
ment benefits, expenses incurred by the Treasury in collecting the 
tax and by the Department^of Labor in making the grants, and the 
cost of operating state public employment offices, which is paid by 
the Federal government. As much of the excess collections in any 
year as is needed to bring the loan fund up to a level of $200 mil- 
lion and to maintain it at that figure is transferred to the loan fund, 
called the Federal Unemployment Account. Excess amounts col- 
lected since the system began, which were used by die national 
government for general purposes, are also appropriated, with some 
exceptions. 

That portion of the excess not needed to reach or maintain the 
$200 million level in the Federal account is credited to the state ac- 
counts in the Unemployment Trust Fund. Each state, unless for 
some reason it is ineligible to participate, is credited with the same 
proportion of die amount distributed as die ratio of its taxable 
payroll to the total taxable payrolls of all states combined. It 
will be recalled that in some states the payroll taxed is greater 
than the payroll subject to the Federal unemployment tax, as where 
the state law covers employers of one or more. If, for example, 
the taxable payroll of a given site’s law for the year is $300 million 
and die total of all taxable state payrolls is $100 billion, then that 
state’s payroll is equal to diree-tenths ctf one percent oi all tanible 
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state payrolls. If $100 ndllicm is to be distributed, dren diat state’s 
aocxruut in the Trust Fund will be credited wi& 'diree>tenth8 of 
OIK percent of $100 million, which is $300,000. 

The procedure for making loans is simple. If at the end of any 
calendar quarter the balance in a state's reserve account in the 
Unemploymait Trust Fund is less than the amount of unemploy> 
ment compensation benefits paid by the state during the 12 mont^ 
ending with the close of that quarter, and if during the following 
quarter tibe Governor of the state applies to the Secretary of Labmr 
for a loan, then the Secretary of Labor certifies to the Secretary of 
the Treasury the amount requested, which will be transferred tol^e 
state’s account. But the maximum amount that will be loaned to a 
State is the highest total of benefits paid in any one of the f(W 
calendar quarters preceding the one in which the application wlu 
filed. No interest is charged on the loan. ' 

The loan must be repaid. At the request of the Governor, amounts 
specified by him will be transferred from the state’s account to the 
Federal account There is provision for what amounts to forced 
r^ayment, not directly by the state but indirectly by its covered 
employers. During the year beginning svith the fourth consecutive 
January 1 on whidi there is an unpaid balance, the "additional cred* 
its" wUch employers are allowed to deduct from the three percent 
Federal tax because of experience-rating provisions are reduced by 
five percent of die three percent tax, and by an additional five per- 
cent for ea<di succeeding year in which an unpaid balance remains. 

For example: an experience-rated employer with a taxable payroll 
c£ $100,000 who would otherwise pay $1000 to the state and $300 
to the Federal government would instead pay $450 to the Federal 
government in ^ first penalty year. His additional credit of $1700 
othowise allowable under the Federal law would be reduced 
$150. For each succeeding year his credit would be still further re- 
duced, an additional five percent for each additional year, i.e., 10 
poceat for the second year, 15 percent for die third, and so on until 
die additional creditis all gone. The amounts rallected attributable 
to reduced additicmal credit allowances are considered as sums ad- 
vanced in rqiayment of the unpaid balance of the state’s loan and 
are ajqiri^Miated to die Federal account A borrowing state may for 
aoiae time cctotinoe to allow lowmr than standard taxes to its aa- 
pioyers who lave rdatively stable employmmit but it may not con- 
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tinue to do so inddBoitely at the expoase o£ the Federal Tteasmy. 
Th«:e is no way to compel repayment so long as die state’s tax 0 (d- 
lections are insufficient to pay current bene^, if all covered em- 
ployers are taxed at the rate (rf 2.7 percent, or more, of covered pay- 
roll. 

The state’s reserve in the Unemployment Trust Fund earns in- 
terest. But in computing the amount of interest to be credited to a 
state’s reserve, the unpaid balance of any loan to bolster those re- 
s^es is deducted from the amount in the state’s account. Nor is in- 
terest paid on amounts collected by reducing the additional caredits 
otherwise allowable to employers in states with unpaid balances. 

Should loans to states threaten to exhaust the Federal Unem- 
ployment Account, authorization exists for Congress to appropriate 
to ^t account as much money as is necessary to provide states with 
the loans they need and for which they qualify. In odier words, 
benefits to workers will not cease in any state because that state’s 
reserve has been used up, if the state is willing to borrow, and in a 
serious depression the Federal govemmrat would no doubt provide 
funds enough to bolster all state reserves. 

The amount derived from the excess of collections under the 
Federal unemployment tax of three-tenths of one percent over em- 
ployment security administrative expenditures and credited to the 
state accounts in the Unemployment Trust Fund is intended to be 
used primarily to pay unemployment benefits. However, some or all 
of it may be used by the states to meet those costs incurred in ad- 
ministering the state’s act which are not paid by the Federal govern- 
ment, but only if certain conditions are met. The amount to be so 
spent from that excess must be appropriated by the state legislature, 
and the purposes for which the money is to be spoit and the 
amounts authorized for eadi purpose must be specific in the law. 
Furthermore, the appropriation must limit the amount that can be 
qpent during any one fiscal year to the difEerence between tibe 
excess credited to the state during diat fiscal year and the four 
immediately preceding ones and the amount used and (harged to 
tlte state during diose five years. Autoority to make the expen^bures 
must not extend for more ^n two years after the date on which 
ap^xq^tion bill was enacted into law. Finally, die money must be 
withdrawn from the Trust Fund and spent after the date of enaot- 
vamt. 
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UNEMPLOYMENT COMPENSATION 
FOR FEDERAL EMPLOYEES 

Until 1955, tlie protection provided by unemployment compensa- 
tion laws was not available to employees of the Federal government. 
Federal employees could not be covered by state acts and there was 
not a separate national system for them. Provision was made in 1954 
to extend that protection to them, begiiming January 1, 1955. 

Nearly all employees of the United States and its wholly o^ed 
instrumentalities are given this protection. Excluded are elected 
ofiBdals, members of the armed forces, foreign service personnel al- 
lowed special separation allowances, foreigners employed oumde 
the United States, working inmates of Federal institutions, nurses 
and student employees in Federal hospitals, temporary emergency 
workers, workers on relief projects financed by the government. 
Federal maritime employees already covered by state acts, and a 
few other minor groups. The number included is approximately 4 
million, and there are about half a million separations yearly. A 
substantial proportion of the separations are involuntary. 

There is not a single national system applicable to all employees 
alike. Instead the service and wages of all included Federal em^ 
ployees are assigned to the states in which they had their last offi- 
cial station, i.e., in which they were working, prior to the filing of 
their first claim for compensation benefits. But if when a separated 
employee files he is living in another state where he also has Fed- 
eral service, that is if he had transferred and was then separated, 
or if his service was outside the United States, his service and 
wages are assigned to the state in which he is residing when he files 
his first claim. Claimants residing in Puerto Rico or in the Virgin 
Islands who file their first claim while residing there are assigned 
to die District of Columbia. 

Benefits are paid to xmemployed Federal workers by the states 
to which their service and wages are assigned “in the same amount, 
on the same terms, mid subject to the same conditions” as those paid 
by the states to other persons covered by their laws. This is done in 
accordance wiUi agreements made between the Seoretary of Labor 
and appropriate state officials or agencies. State determinations 
n^th respect to entitlement of Federal employees to benefits are 
subject to t^ew in exactly the same way as are determinations 
ooncAming otho: employees covered by die state law. 
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The amounts paid in benefits to Federal employees in accordance 
with state agreements are refunded to those stat^ by the Federal 
government, out of money in the general fund. The cost is thus 
borne by the national government, which is the employer. 

If there is no state agreement, benefits are paid by t^ Secretary 
of Labor according to the law of the state to which the employee’s 
service and wages are assigned. Employees in Puerto Rico and in 
the Virgin Islands are paid in accordance with the law of the Dis- 
trict of Columbia. The Secretary is authorized to use the personnel 
of public employment o£Sces in Puerto Rico and the Virgin Islands 
for processing claims and paying benefits in those possessions. 
Claimants denied benefits are entitled to a fair hearing held in ac- 
cordance with regulations prescribed by the Secretary, and any 
final determinations made in accordance with those regulations are 
subject to the same court review available to claimants under the 
Federal Old-Age and Survivors Insurance Act. 

Separated employees on annual leave with pay are not considered 
to be unemployed until their accrued leave has been exhausted. 

benefits ^t became payable beginning with 1955. Rut service 
and compensation are assigned beginning as of 1953. Thus it was 
made possible for a substantial "backlog” of employees separated 
before they could otiierwise have qualified under state laws to draw 
benefits beginning as early as January, 1955. 


VETERANS' BENEFITS 

Congress enacted the Servicemen’s Readjustment Act of 1944. 
That Act, among other things, provided money allowances for 
released servicemen while they were finding employment, the 
money to be paid out of Federal funds. For total unemployment, 
$20 per week was allowed, and for partial unemployment $20 per 
week less wages earned plus $3, rounded out to the next highest 
dollar when the computed amount did not end in a multiple of $1. 

To be eligible, one must have had active service in World War II 
for a Tninimiim of 90 days, unless released before that because dl 
injury incurred in service in line of duty. Release must have been 
under conditions other than dishonorable. One must have been re- 
siding in the United States at the time application for benefit was 
m^e, unemployed, registered for work wilb a public ^pk^ment 
agency, available and able to work unless prevented by tm illness or 
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ifisaiiiHty whicb occarred after fhe ecmunaacemrat of a period 
continuous unfflnjdoyinait 

For the first 90 days of active service, the amount of benefit al- 
lowed was eight weete for eadi month of service; for service beyond 
90 days, four weeks of baiefits were allowed for each month or 
ttUijor fraction thereof. A maximum of 52 weeks of benefits was al- 
lowed, payable within two years after discharge or the end of the 
war, wi^chever was later. And there was an overall time limitaticm 
for benefits of five years after the termination of hostilities. 

The benefits were not payable for any period of time in which a 
serviceman was receiving vocational rehabilitation or educaticml 
subsistence allowances. If he was receiving unemplo)mient or disa- 
bility compensation \mder a Federal or state law, or retired pay 
from the Veterans Administration, those amounts were deduct^ 
from his readjustment allowances under this act 

Servicemen could be disqualified for benefits under certain condi- 
tions, as follows: (1) for voluntarily quitting a job without good 
cause; (2) failure without good cause to apply for suitable employ- 
ment to which one had been referred by public employment 
agencies, or to accept suitable employment if offered; (3) discharge 
or su^ension for misconduct in the corirse of employment; (4) 
frdhue without good cause to attend an available free training 
course if required by regulations; (5) unemployment due to a stop- 
page of work resulting from a labor dispute. Suitable employment 
and good cause were to be determined according to the standards 
of die state through which the servicemen got their benefits. 

The plan was administered by the states, and the Federal govern- 
ment reimbursed them for sums paid out in benefits and for all ex- 
poses of administration as weE It was terminated in July 1947. A 
new plan, similarly administered but not wholly financed by the 
Fedm^ government, was established after the Korean incident be- 
gan; it was applicable to those serving after June 26, 1950, until a 
termination dkite to be established by Presidential proclamation or 
Congressional action. _ 

Serviconen are entitled to $26 weekly for a maximum of 26 wedcs. 
Any vetoan entitled to a state benefit of $26 m more receives tiiat 
bested from the state; if entitled to less thtm $26, his bmiefit will be 
frKSreased to $26, The Federal government pays all die beimfits of 
Hibaae XK^ ebgfi^ undor a state W, mid pays the ihffamioe between 
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wlu^ ti>e state may be eidigated to pay sod tbe |26 guaiateseed by 
tbelaw. 


MARITIME BENEFITS 

Maritime workers were excluded bom coverage when the Social 
Security Act was passed, although an unsuccessful attempt was 
made at that time to establish a separate and nationally administered 
system for maritime and railroad employees.^^ Most state laws ex> 
duded maritime workers. One reason for this action was the diffi- 
culty of administration involved in state coverage, and anodier was 
the belief that states could not constitutionally tax maritime em- 
ployers. However, New York asserted jurisdiction over maritime 
workers in the state and was challenged in two cases reaching the 
United States Supreme Coiui.^* 

The Supreme Court hdd that Congress had specifically permitted 
states to levy taxes which affect interstate commerce, that no “essen- 
tial feature of an exdusive federal jurisdiction” was involved in state 
unemployment compensation laws, that nothing in the legislative 
history of the Sodal Security Act indicates a ^ngressional inten- 
tion to forbid states to cover maritime employment, and that some 
state acts include other employments not subject to the Federal tax. 

Most states with maritime workers dien proceeded to extoid the 
coverage of their acts to such workers. However, some did not, and 
that created a competitive problem. Because much maritime em- 
ployment is itinerant and begins in various ports of the U.S. and 
sometimes even in foreign countries, state coverage necessitated re- 
ciprocal agreements. Furthermore, most maritime workers were an- 
ployed on vessels operated under a War Shipping Administratkm 
general-agency agreement and were considered to be Federal em- 
ployees and ther^ore not under state jurisdiction. 

Two steps were taken by Congress in 1946 to remedy the situa- 
tionu Bodi steps met with Ae approval of maritime unions uid eOk- 
ployers and of state unemployment compensation agencies as weA, 

The Federal Unemployment Tax was levied cm private mar^me 

IS l$$ue» in Social Security, 78th Cong., 1st Sess., pp. 898-409; Umitm 
before Hie Ham Committee on Ways ana Meant on SookU SeourOy L^jmor 
Hon, vcl. 8 (indexed). 

ttS^aadad Dredgtog Co. v. Murphy, inchding IntemaHond EJmatinfi 
Co. V. Murphy, 819 U.S. 806, decided May H, 1948. 
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onployment. States in which persons or companies maintain offices 
supervising, managing, directing, or controffing the operation of 
American vessels operating on navigable waters within or without 
die United States may now include those persons or companies 
within the coverage of their unemployment compensation laws. All 
of the employees of those persons and companies then become sub* 
ject to the unemployment compensation law of the state in which die 
"home” or controlling office is located, no matter where their mari- 
time duties may take the workers, and they are not subject to .the 
unemployment compensation law of any other state. One condition 
is imposed. All of the service performed for the company or person 
which is covered by the state unemployment compensation act 
must be treated the same in regard to employee wage credits and 
taxes on employers and employees, if taxes are levied on employee. 
However, no existing and effective provision in any state unemploy, 
ment compensation act that conflicts with this act was to become 
invalid until January 1, 1948. 

The second action relates to individuals employed in Federal 
maritime service, over which states have no jurisffiction. It provides 
"reconversion unemployment benefits” for such workers. The recon- 
version period as defined in the amendment begins with die fifth 
Sunday after the date of enactment, which would be September 8, 
1946, and ends June 30, 1949. The Congress did not appropriate 
money to meet die cost of this program in the session in whidi it 
enacted the law, and the payment of benefits therefore had to be 
postponed until the necessary appropriations became available. 
Appropriations have been made, and benefits became payable for 
unemployment on and after July 8, 1947. 

The Federal government, through the Secretary of Labor, has 
made agreements with the states under which the states act as its 
agent in paying unemployment compensation benefits to eligible 
Federal maritime workers and cooperate with the Federal govern- 
ment and other states in making such payments. Compensation 
benefits are in general "in the same amounts,_pn the same terms, 
and subject to the same conditions” that would obtain if the service 
were included under the state law. Thus any discrimination as be- 
tween Federal and private maritime workers is prevented. The 
Federal goveiiiment reimburses the states for benefits paid, or ad- 
vances the founts needed for benefits if diat is necessary. It also 
pays the cost of administering die plan. 
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Should there be any state having Federal maritime workers widi 
which no agreement is concluded, or should a state having an agree- 
ment fail to make payments in accordance with that agreement, then 
the Secretary of Labor will make the payments tiiat would have 
been payable under the state law had there been an agreement, at 
had an existing agreement been observed. 

In cases where it is not feasible for Federal agencies or operators 
to furnish the information necessary to permit reasonably prompt 
determinations of wages and salaries earned, the average weekly 
wage or salary in the last pay period may be used as if it were the 
actual wage or salary for tiie entire period. If even that information 
is not available, facts as to service and wages as certified under oath 
by the individual concerned will be accepted. Appropriate penalties 
are provided for fraudulent statements or representations or failure 
to provide information. 



CHAPTER ELEVEN 


STATE UNEMPLOYMENT COM- 
PENSATION ACTS: PROVISION 

By levying a 3 percent tax on pay rolls and providing for tea offs 
and additional credits, the Federal government has in effect coi^- 
pelled die states to enact unemployment compensation legislation. 
But it has left them considerable freedom in the matter of the kind 
of lav? to be enacted. As a result, state acts differ appreciably from 
one another, although there is some degree of uniformity. The fol- 
lowing description of the major provisions of state acts is therefore 
necessarily in very general terms. 


COVERAGE 

The Federal act, it will be recalled, is restricted as to empl(^- 
ments and employers covered. The pattern established by that act 
was largely followed by the states. But there has been a strong 
tendency for the states to go beyond the Federal limitations. 

Employnients. State acts for the most part include only the 
i^ploymaits covered by the Federal tax, or to put it in other words 
diey genmlly make die same exclusions. There are numerous ex- 
ceptkms in which states have gone beyond the Federal employment 
exdnsions. Idaho, for example, includes domestic workers, and 
Hawaii and Tennessee include those of nonprofit scientific, literary, 
End iff certain charitable organizations. New York includes domestic 
wmkers in private homes if four or more are employed. State em- 
plr^ees, employed students, and casual workers are included in a 
ftihstai^ number of states. Service for foreign governments is in- 
dbded in some acts. In 1945, Califomia audiorized vdhmtoiy cover* 
ia^irf ieil-an^k)yed pmrsmis. 
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Niunotled linitotinu. Numerical limitatioaas vary quite. ooi»> 
siderably as between states, and it is si^iificant that more *ban batf 
of tbe acts apply to employers of fewer employees than does die 
Federal tax. Approximately 45 percent apply only to employers of 
eight or more, as in the Federal act. An increasing numbrar, now 
over one>third of the total, apply to empl(^ers of one or more. 
The others specify some number between one and eight, most com- 
monly four. Some states have alternative provisions. Kansas extends 
coverage to employers of eight or more in 20 weeks or 25 or more 
in any one week. Minnesota’s law covers employers of one or more 
in 20 weeks in cities of 10,000 or more, but outside of such citi« 
only eight or more. It is estimated that numerical limitations exclude 
altogether about 3.3 million workers. A total of 29 states have a pro- 
vision in their laws that will automatically extend coverage to n^e 
it coincide with the scope of the Federal act, should ^t act be 
made more liberal than die state law. 

Earnings. Several states presoribe coverage in terms of amounts 
earned, but there is litde uniformity among those provisions. Idaho, 
for example, provides that coverage shall extend to all employ^ 
with pay rolls of $75 or more in one quarter, while Nevada specifies 
$225 or more in one quarter. A number of states use both numerical 
and wage criteria. Kentucky specifies four in 20 weeks or wages 
of at least $50 to each of four workers during each of three quarters, 
and Nebraska specifies eight or more workers in 20 weeks or a 
$10,000 quarterly pay roll 

Weeks of Employment. Most of the laws follow the Federal 
act’s coverage in specifying employment “on any day within each 
of 20 weeks,” each day being in a different calendar week. But maiqr 
of diem use the formula “within each of 20 weeks.” The latter is 
somewhat more inclusive, because it merely requires that the speci- 
fied number of different workers, say ei^t, have been employed 
during die week, whereas under the former they must have been 
enqiloyed during the same day. In an increasing number of 
the tax is on any wages earned by any worker at any time in a cov- 
ered employment, but not on amounts in excess of $3000 per year 
for any cme worker. And in all states, if an employer falls w^dli& 
die qpediM limits his pay roll for die entire year is taxed. 

Vdbnntinry Covmige. There are some emjdoyers wfih woilceiv 
in more thap <me state uho axe sublet to the Federal tax bid not to 
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tile taxes of one or more states. Also there may be some not subject 
to either Federal or state taxes who would like to see their workers 
enjoy the protection of unemployment compensation. All states per- 
mit such employers voluntarily to elect to come under the state laws. 
There is also an interstate agreement, not universally participated in, 
which makes it possible for an employer with workers in several 
states to come under the law of only one state. 


TYPES OF FUND 

One basic distinction between acts lies in the manner in which\ the 
tax money is raised, accounted for, and used. There are now two 
types of fund: the pooled fund with experience rating, and the 
ployer's reserve witii a supplemental pool. \ 

Pooled Fund with Experience Rating. The most common type 
is the pooled fund with experience, or merit, rating. Here all em- 
ployers contribute to the same general fund, from which unemployed 
workers draw benefits without regard to the amoimt of their em- 
ployers’ contributions. But employers do not contribute at the same 
rate. In this type of plan, benefits paid to an employer s workers are 
charged against him for accounting purposes, and sometimes where 
more than one employer has incurred liability some are charged 
back to previous employers in inverse chronological order. The rate 
of tax paid by the employer depends upon his unemployment ex- 
perience.^ DifiFerent types of experience-rating plans will be described 
below. 

Employer Reserve with Partial Pool. The second type is a 
combination of individual employer reserves and a state-wide com- 

^ At one time there were states which had pure pooled funds. All employers 
paid the same tax rate, irrespective of the amount of unemployment among 
meir emplcyees. The money was all put into one state fund and no part of it 
was thereaiter subject to the contrm of the individual employer paying it. 
'Benefits were paid from diis fund to unemployed workers of covered employers, 
irrespective of die amounts collected in taxes from-the employers of mose 
unemployed workers. No record needed to be kept of the amount of benefits 
paid to the unemployed workers of any given employer, for the tax rate paid 

that enmloyer bore no relation to those benefits. It was necessary to keep a 
luooid of the oen^ts paid to workers, however, for those benefits were limited 
in tiitte or amount or both. The type was abandoned for the simple reason that 
tibe Social Sec^ty Act made no provision for unifonn rate reductions. It exists 
in the Raibdi^ Unemployment Insurance system, where unifonn rate reductions 
lase poaaflble. 
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mon pool At the end of 1953, Kentucky was the only state with this 
type of fund. At one time there were many more. In this type, each 
employer has a separate account to which a part of his tax contribu- 
tion is credited. The remainder of his contribution and all interest 
on money in the Unemployment Trust Fund as well as interest and 
penalties collected from employers are put into the state-wide pool 
Benefits paid to unemployed workers are charged to their employer s 
reserve account, and it can be said that they are paid from that ac- 
count. Should the employer’s account be exhausted, then workers 
still eligible for benefits would draw them from the central pool. The 
amount of taxes paid by employers is directly related to the amount 
of benefits paid to their workers. Provision is made for replenishing 
the central pool by raising tax rates and increasing the amount go- 
ing to the central pool.^ 


BENEFITS 

Unemplc^ment compensation provides cash benefits for only brief 
periods of time. The problems involved in providing those limited 
cash payments are many and difficult. In framing their systems, 
American states did not follow any other well-established system. 
Draft bills embodying numerous alternatives and prepared by the 
Social Security Board were used as guides in most states. We are 
still in the experimental period of unemployment compensation. 
Every legislative session results in many changes and it is therefore 
impossible at this time to give a stable account of the major benefit 
provisions of American acts. The following description should, how- 
ever, be helpful. 

The amount of compensation an unemployed worker will get 
depends upon the waiting period, the duration or maximum amount 
of benefits, and the weekly benefit rate. 

Waiting Period. Only Maryland and Nevada have no waiting 
period, i.e., specified numbers of days or weeks of unemployment be- 

^ At one time Wisconsin had what may be called a pure employers' reserve 
type of law. Under it employers* contributions were credited to their individual 
accounts, known as ‘‘reserve accounts," and bendSts were to be paid to unem- 
ployed workers out of their employer’s reserve account. Each employer was 
Hable only for the unemployment of his own workers, and every worker depended 
altogether on his employer's reserve account for his bendBts. Later a partialfy 
poofed fund was introduced, and in 1945 the employer-reserve systra was 
abandoned. 
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benefits become payable. Th^e waiting periods are intoided to 
T^eveat heavy drains on funds while unemployed workers presuma- 
bly still have some resources, to hold down administrative costs 1^ 
reducing the amount of detailed work involved in many small 
claims, and to give administrators time before benefits are paid in 
whidr to determine whether claimants are eligible, and if so to com- 
pute the amount and duration of their benefits. 

Nearly all of the laws require only one week of waiting in die 
benefit year, although a few still require a maximum total of j^o. 
New York’s requirement is four “effective” days in the benefit -^“r. 
An effective day is the fourth and each subsequent day of total 
emjdoyment in a week beginning on Monday in which the claimW 
earns not more than $30. A full week of unemployment results\in 
four effective days. An increasingly large majority of the acts count 
a week of partial unemployment the same as one of total unemploy- 
ment in meeting the waiting-period requirement. A few still count 
two partial weeks as equal to one full week. Benefits are generally 
not retroactive if unemployment lasts beyond a specified time, as is 
brequendy true of workmen’s compensation benefits. In nearly every 
state, each benefit year has its own waiting period which cannot bib 
met with unemployment occurring in the preceding year. Once the 
initial waiting-period requirement has been satisfied, either there is 
no subsequent waiting period in the same benefit year, or there is a 
shorter one. A few states provide that the waiting period may be in- 
creased if the solvency of the fund is in jeopardy. 

Wedcly Benefit Rates. The weekly benefit rate is general^ 
based on the amount of wages earned, and the maximum is de- 
signed to approximate one-half of the amount drat would be earned 
by a person employed full-time at low wages. Wages earned in 
covert employment are normally credited to the worker’s account 
quarterly. Reports are usually made by employers widiin 30 days 
after a quarter has ended, although some states require only semi- 
annual or annual reporting. The “base pericKT' used in computing 
the benefit amount and duration in 60 percent of the states consists 
of die first four of die last five completed calendar quarters im- 
ihediatd^ preceding a worker’s benefit year. This is known as the 
1fodividual’*|.base perkid. In a^^nroximatdy one-third ci the states 
die base pes^ is uniform for all workm, and it may be the calendu 
'fim » some other 12-mon& period, a device which is edministni* 
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tivc^ simple. Iliere are vuious otiher plims»^ but at tiie end oi 19^ 
no state had a base period of more than four quarters. 

No two states use exactly the same method for determining ^ 
weekly benefit rate. For total unemploymmit, the rate is most ccHn-> 
monly determined by selecting that quarter of die base period in 
which wages were the highest and tak^g a fraction, most commonly 
l/20di. In 1948, approximately 80 percent of the states used die 
high-quarter basis. If for example the highest quarterly earnings are 
$400, then l/20di of that would be $20, which would be the amount 
of benefit paid weekly. 

A few states have “step-down” plans. A worker whose high-quar- 
ter earnings would yield him a weekly rate of say $20 might not be 
eligible for benefits because his base-period earnings did not eqpial 
a required amount, say 30 times the weekly benefit amount, which 
would be $600. But under a plan of this type he would be permitted 
to qualify at a rate which multiplied by 30 would equal his base-year 
earnings. If those earnings were $580, his rate could be set at $19. 
It is common to “round out” the weekly benefit amount to the next 
highest dollar. 

Maximum weekly benefit amounts are specified in all laws. The 
most common maximum specified is $26, the next $20, and the next 
$24. A substantial number of states increased their maximum weekly 
rates to bring their laws into harmony with the Federal Servicemen's 
Readjustment Act of 1944, which provides a flat unemployment 
benefit of $20 weekly. The high wage levels achieved during the 
war and postwar years call for further adjustments in maximum 
weekly benefit rates. By the end of 1953, nearly 90 percent of die 
states, widi more than 90 percent of all covered workers, had a 
maximum of $20 or more, and only four had a maximum of $16. 

As of January 1, 1949, only six laws provided additional benefits 
for dependents. By die end of 1953 there were 11. Ten of these 
spedfi^ dollar amounts; Alaska provided 20 percent of the weeldy 
benefit amoimt Dollar amounts specified were one, two, and three, 
each in three states, and one specified $2.50. Usually die sanm. 
amount is payable for each dependent, but in a few laws additional 
dependents are allowed different amounts. 

Evmy state sets a limit on the total amount of boiefits paysdble 
to dcqiendents. In most cases diere is a fiat dollar maxhnum varying 
frmn $3 to $12. Some states put the limit at a percentage of avmge 
tveeldy or high-quarter wages, as 100 percent of average weeid|y 
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wages, 6 or 8 percent of high-quarter wages. In one state the limit is 
60 percent of the weekly benefit amount and in another it is 50. The 
District of Columbia sets the limit for combined benefits at the ab- 
solute maximum established for unemployed recipients. The net 
effect is that only in Massachusetts can any claimant receive allow- 
ances for more than four dependents. For claimants receiving the 
maximum weekly benefit amount, the total of dependents^ benefits 
ranges from zero to $18. 

In every state children under ages ranging from 16 to 19, most 
commonly under 18, are considered dependents, although in rome 
states older children unable to work are likewise included. Hour 
states include wife, husband, one parent, and brother or sisteA if 
dependent upon the claimant. \ 

There is a great deal of partial unemployment in practically ^11 
industries and occupations. Acts are designed to compensate under- 
employment as well as total unemployment. Practically all states 
provide benefits for partial unemployment, which is usually consid- 
ered to exist when a worker’s weekly earnings are less, because he 
lacks work, than the amount his unemployment benefit would be if 
he were totally unemployed. The amount of weekly partial unem- 
ployment benefit is usually the difference between the total un- 
employment benefit amount and the amount earned, disregarding 
small sums of from $2 to $3 earned during periods of partial unem- 
ployment. Small sums so earned during total unemployment are also 
usually disregarded. 

Partial benefits thus help the worker with short employment, of 
which there are a great many, especially in steel, textiles, coal min- 
ing, clothing, and lumber. They also eliminate the possibility that 
a worker might receive less money if he works part time than if he 
is totally unemployed. Partial benefits also make it more difficult 
for employers to control, by spreading work, the amount of benefits 
paid out in order to secure a more favorable experience rating, and 
for other employers to subsidize wages by alternating full employ- 
ment with total unemployment. The administration of partial un- 
employment benefits is perhaps the most difficult single problem 
in &e system. 

All states provide for minimum as well as maximum benefits. In 
jfanuary of 1954 only one state had a minimum of less than $5 for 
un^oc^loyment. The most common figure was $10, found in 
31 percent of the states, and the n^ most common 
was $S, found in 23 percent of the states. The highest minimum was 
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$15. Dependents’ allowances, where they exist, are added to the 
statutory minimum. Approximately 55 percent of covered workers 
are in states with $10 minima and less than one-eighth in states 
paying less than $6. The total amount which can be drawn in any 
benefit year by one who qualifies for only minimum benefit rates 
ranges from $260 in one state down to less than $30 in four states. 
Some 13 percent of covered workers are in states where potential 
minimum annual benefit payments amount to $50 or less. 

Duration of Benefits. The number of weeks for which benefits 
may be paid is important to the worker because of the effect on his 
standard of living, and to the administration of an act because of its 
effect on the solvency of the fund. The employer is also interested 
because of the effect on his taxes; and the community is interested 
because of the possibility of having to provide general or work re- 
lief after benefits are exhausted. 

Benefits are limited in terms of time or total amount or both dur- 
ing any one benefit year. In most states, 73 percent, each worker has 
his individual benefit year, which is usually defined as the 52-week 
period beginning with the week or day on which he files a valid 
application for benefits. The remainder have uniform benefit years, 
most commonly the calendar year, and the trend has definitely been 
toward uniform benefit years. The beginning dates where uniform 
benefit years are used were selected according to whether the state 
wanted to make benefits most available when most needed, i.e., 
during the period of greatest unemployment, or whether it wanted 
to flatten out the peak benefit load and thus simplify administra- 
tion, i.e., to begin the year with the period of fullest employment, 
or to allow a certain lag after a calendar-year base period irrespec- 
tive of the relationship to unemployment. Most states chose the last 
method, some allowing a lag of one quarter, others more. 

Uniform base and benefit years permit the use of annual or semi- 
annual reports if an annual wage benefit formula is used. But they 
do result in a concentration of claim loads at the beginning of the 
benefit year, or just before that year begins. 

The most common type of provision limiting duration is that total 
benefits shall not exceed a specified number times the weekly benefit 
amount, usually from 20 to 26, and not exceed a maximum amount 
which is commonly expressed as a fraction, usually one-fomth, one- 
third, or one-half of base-period wages. In some cases duration i$ 
based on a statutory table of base-period earnings. In 1954, approxi- 
mately 90 percent of the laws had maximum durations ct 20 weeks^ 
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or more, and about 45 percent paid for a nuudmum of 2& weeks. 
Ovor 67 percent of the covered population ui 1954 was in states 
having a duration of 26 weeks. It is interesting to note that in 1937 
only six states, having 12 percent of the covered population, had 
benefit durations in excess of 16 weeks. 

The commonly used formula of a specified number times the 
weekly benefit amount but not to exceed a given fraction of base- 
period earning results in such a large proportion of recipients be- 
coming eligible for the maximum duration that by 1948 nearly 30 
percent of die states had uniform duration of benefits, and mey 
included about 26 percent of all covered workers. In 1937 there Was 
only one. All workers who qualify receive benefits at their respective 
rates, which are not uniform, for as long as they are out of work\or 
for the maximum period stated in the law, usually either 20 or 
weeks. The trend in legislation toward uniform duration of benefits 
will no doubt continue. Other things being equal, the maximum 
number of weekly benefits will be less where uniform duration ex- 
ists dian where previous earnings or employment are the controlling 
factors, but a larger proportion of the workers would get more 
benefits. Seasonal workers whose benefits are not especially limited 
by law or administrative order profit most from uniform duration. 
Duration of benefits in a few states depends upon die amoimt of 
employment during the year, or on earnings in the difiFerent quarters. 

Eligibility for Benefits. In order to be eligible for benefits, a 
person must be in covered employment, out of work, able and will- 
ing to work, and unable to find a job. In a substantial number of 
states he must have made efforts to secure employment. Further- 
more, he must have fulfilled the waiting-period requirements. He 
must also have earned enough in covered employment to show that 
he is normally attached to ^t market and is not just a "Saturday- 
aftemoon-derk” type of worker. 

One method used by approximately 45 percent of the states to 
achieve this end is to require diat during l^_base period, which is 
ooB year in practicaUy all states, a worker shall have earned wages 
at l«ist equal in amount to a specified number times his weekly 
benefit amount, say 20 or 30 times. If the benefit is 50 percent of 
wAges and the eligibility requir^ent 30 times the rate, then die 
iieetlser mt^ have &id some mnploymeat in at least 15 wedbt. Those 
;4p^.hi^ eandn^ qualify in fewer weeks thmi others. In a few 
|he$e„ etilx^ earnings d firmn 20 to 30 times the wed^ benefit 
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amouat are required, but it is specifically provided duit di«e be 
eaxoings in more than one quarter of the base period. 

Another method, used by about 35 percent of the states, is to re- 
quire that a specified sum of money, ranging hom $100 to $000, 
has been earned dunng the base period, and a few states require 
in addition that there be some earnings in more than one quarter. 
There has been something of a shift from the multiple-benefit 
method to this one. The effect is a tendency to exclude persons who 
have employment during only one quarter, and also to exclude rela- 
tively more women, because of their low wages, than men. All low- 
paid workers are at a relative disadvantage in this plan if their 
employment is erratic, more so than in the multiple-benefit method. 
However, this method is the simplest to administer and the easiest 
to understand. 

Disqualifications. There are certain conditions that disqualify 
altogether or for a limited period of time a person who would other- 
wise be eligible for benefits. The disqualification may consist of 
postponing the payment of benefits for a specified period of time 
without affecting the total number of weekly benefits the dis- 
qualified worker may draw, cancellation of wage credits or benefit 
rights in addition to postponement, or it may reduce the total num- 
ber by the amount of the penalty. The trend has been towards the 
latter type of provision. In 1947, for three major disqualifications, 
namely quitting a job without good cause, refusal to accept suitable 
work, and misconduct, 27 states only postponed benefits and 24 
provided for cancellation of wage credits or benefit rights in addi- 
tion to postponement. In one-third of these latter, reductions were 
mandatory; in all other states application of the penalty was 1^ to 
the discretion of the administrative agency. 

Any one who quits his job without good cause or who is dis- 
charged for misconduct connected wito his work may be penalized 
being deprived of benefits altogether or for a limited pmiod of 
time. In some states, “good cause” for quitting is limited to causes 
“attributable to the employer," a provision which is r^iniscseat erf 
the common-law doctrines of contributory negligence and assump- 
tion of ri^ which were discarded by workmen’s compensation acts. 
Senne states accept p^sonal reasons, such as health, una^^ifiabflity 
of good transportation, and burdens of moth^hood. 

One who ^ faffed witkmt good cause to aj^ly for osc aoceipt 
suitalffe eia|doyin^t may in mo^ states also be simfihiily pauffized^ 
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One state went so far as to deny beneBts* to workers who refused 
to accept jobs in any of their prewar occupations at prevailing rates, 
even though they had acquired new skills paying appreciably higher 
wages. The tendency during the war and postwar years was to in- 
crease the severity of this disqualification. 

Workers on strike or locked out are generally disqualified from 
receiving benefits, usually irrespective of the merits of the dispute, 
although a few states do not disqualify workers locked out. Some 
laws do not disqualify if the strike is over the employer s violation 
of a state or Federal law. In 1953 the strike disqualification in wo 
states was for only a specified number of weeks, and after tnat 
period has elapsed strikers may draw benefits. \ 

Strikers are disqualified for benefits because it would be unfair 
to subsidize them and to impair the neutrality of the compensation^ 
agency. Workers in an establishment who are not themselves on 
strike, but who are unemployed because of a strike of others in the 
establishment, and who are helping to finance it or who are directly 
interested in the outcome, and who are of the same grade or class 
as those on strike, are sometimes disqualified. The reason for this is 
that such workers are directly interested in the strike because the 
terms and conditions of their employment are the same as those of 
the persons on strike and they stand to gain if the strike succeeds. 
In some states refusal to cross a picket line is deemed to be par- 
ticipating in a strike unless the refusal is based on justifiable fear 
of bodily injury. 

For women, more than one-half of the states have some special 
disqualifications. In some of these states a woman will be dis- 
qualified for benefits if she quits work on account of marital obliga- 
tions, in others if she becomes pregnant, and sometimes both 
constitute disqualifications. In some states a pregnant woman is con- 
sidered to be either not available for work, or unable to work, or not 
seeking work and therefore disqualified. 

Any worker who receives a dismissal wage or workmen s compen- 
sation payments is, for the weeks in which he^ receives those pay- 
ments, disqualified from receiving unemployment compensation. 
He is also disqualified if he is receiving Federal Old-Age and Sur- 
vivors Insurance benefits, or unemployment compensation benefits 
from any other public system, equal to or greater than his unem- 
ployment benefit, but if they are lower than his unemployment 
itiey are deducted from that benefit. 
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Seasonal unemployment presents one of the most difficult prob- 
lems in our unemployment compensation system. The danger in- 
volved is that workers in seasonal industries, who are generally 
certain to be unemployed a period of time nearly as long or longer 
than the maximum duration of benefits, will receive the maximum 
amount of benefits yearly and thus cause a heavy drain on the benefit 
funds, at the expense of other workers. There are some who believe 
that benefits paid to seasonal workers in effect amount to a wage 
subsidy to such workers or to their employers. 

Somewhat more than half of the acts have special provisions re- 
lating to seasonal employments, provisions designed to restrict the 
seasonal worker’s rights to benefits. Two general types of restrictions 
are found. In one type, the benefits of workers of any group or class 
of employers who regularly operate less than the entire year are 
restricted to receiving benefits during the longest customary seasonal 
period or periods of operation, but benefits are to amount to a 
“reasonable proportion” of the employers’ contributions. Compen- 
sation agencies are permitted to classify as seasonal any industry 
which lays off say as many as one-third of its employees for six 
months or more. The second type of restriction defines as seasonal 
any industry which operates for a customary period of less than a 
specified number of weeks, usually 40. 

Although the necessity for seasonal restrictions is apparent, the 
difficulty of administering any seasonal restriction is great. It is 
difficult to define what industries are seasonal enough to be subject 
to restrictions, the length of the seasons, and the times of beginning 
and ending, and where an industry has both seasonal and non- 
seasonal workers, which are the seasonal workers. As a result, legis- 
lative provisions regarding benefits for seasonal workers are fre- 
quently ignored. Indiiect approaches to the problem are to require 
earnings in two of three quarters or to gear duration of benefits to 
earnings by quarters. 


EXPERIENCE RATING 

All state laws now provide for experience rating. There are at 
least five distinct types of formulas for determining rates of con- 
tributions, and for most of the types there are numerous variants. 
Each of them is devised to relate &e individual ^ployer’s taxes to 
benefits paid to his workers, directly or indirectly, eadi sets up 
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standards for measuring unemployment, and eadbi establishes a 
measure of exposure to relate employers^ experience. 

The Reserve-Ratio Formuhu The reserve-ratio formula, used 
in 60 percent of the states having approximately 70 percent of all 
workers in covered employment, is a simple cost-accounting plan 
designed to collect from each employer enough money to cover the . 
benefits paid to his unemployed workers plus a small reserve. 

Each employer s experience-rating account is credited with/ tine 
contributions he has made and is charged with the benefits pam to 
his unemployed workers. Total cumulative contributions credated 
minus total cumulative benefits charged equals the employer’s\re- 
serve. The reserve is then divided by the taxable pay roll to get the 
reserve ratio. Most states use the average taxable pay roll for me 
preceding three years. 

Suppose for example that an employer s cumulative taxes total 
$75,000, his cumulative benefits total $35,000, and his average 
annual pay roll is $400,000. His reserve would be $40,000, whidi 
divided by his pay roll would make his reserve ratio 10 percent. His 
tax rate would then be determined according to a legally prescribed 
schedule of rates for various reserve ratios. There is considerable 
difference among the various state schedules, and the following is 
given as an example. If the reserve is: 

Less than 4 %, the tax rate is 2.7% 

Between 4% and 6%, the tax rate is 2.2 
Between 6% and 8%, the tax rate is 1.7 
Between 8% and 10%, the tax rate is 1.2 
10% or more, the tax rate is 0.7 

The employer in the above example would pay a rate of 0.7 percent 
of his covered pay roll. 

But In order to protect its fund against depletion, a state law 
mi^t provide that irrespective of his reserve ratio, no employer’s 
tax rate may be lower than 2.7 percent unlessihe total assets in the , 
slate’s unemployment account exceed the total benefits paid out in 
the preceding year; and no employer’s rate may be less than 1.7 per- 
0 ^ unless total assets are at least twice the total benefits paid in 
preceding year. 

Bates under this fcumula are geared to long-term ei^mience, since 
/^teMbfi^utidns and benefits are cumulative over the employtu’s entee 
[ and pay roQs are usually averaged over die praoediis^ 
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three years. Furthennore, increasing pay rolls tend to increase tax 
rates, and vice versa, unless the employer is already paying the 
maximum rate. This tends to build up the reserve during prosperous 
years. 

Benefit-Ratio Formula* A second simple method used is the 
benefit-ratio formula, used in six states in 1948, having 10 percent 
of all workers in covered employment. In this method, the em- 
ployer s total benefits for a specified period of time, usually three 
years, are divided by his total pay roll for the same period to derive 
his “benefit ratio.” The tsix rate paid by the employer is then de- 
termined by comparing his benefit ratio with a schedule set up in 
the law. The schedules vary considerably as between laws, and the 
following is given as an example. When the benefit-ratio is: 

Less than 1.0%, the tax rate is 1.0% 

1.0% or more but less than 1.3%, the tax rate is 1.3 
1.3% or more but less than 1.6%, the tax rate is 1.6 
1.6% or more but less than 1.9%, the tax rate is 1.9 
1.9% or more but less than 2.2%, the tax rate is 2.2 
2.2% or more but less than 2.5%, the tax rate is 2.5 
2.5% or more but less than 2.8%, the tax rate is 2.8 
2.8% or more but less than 3.1%, the tax rate is 3.1 
3 . 1 % or more but less than 3.4%, the tax rate is 3.4 
3.4% or more but less than 3.7%, the tax rate is 3.7 
3.7% or more, the tax rate is 4.0 

Suppose for example that an employer s total pay roll for three 
years is $300,000 and his benefits for those years total $6000. His 
benefit ratio would be 6000 divided by 300,000, or 2.0 percent. His 
tax rate would be 2.2 percent. 

This formula is generally geared to short-term experience, since 
the time period is usually limited to the three preceding years. In- 
creasing pay rolls tend under this method to reduce rates, and vice 
versa. Thus when business is expanding, and when employers pre- 
sumably are better able to pay, taxes may be lowered. 

Benefit-Wage-Ratio Formula* A third method, differing rad- 
ically from the first two, is known as the “Benefit-Wage-Ratio^ for* 
mula. In 1954 it was used in six states having about 10 percent of 
all workers in covered employment In this mediod, the to^ amount 
of compensable unemployment experienced by any given em|doy^*8 
workers is measured indirectly as a part of the state’s toti4 vMfiEtr 
picymet^ and not dixecdy as in die two preceding 
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One step in the method is to compute the employer's benefit-wage 
ratio, sometimes called his experience factor. Benefit wages are the 
taxable wages earned in their base periods by those of his employees 
who have been separated and have drawn benefits. In some laws 
maximum amounts of creditable wages are specified, as $1200 per 
year for example. The first time a worker receives benefits in his 
benefit year, his base-period wages become benefit wages, and they 
are considered as having been paid in the calendar year in which 
the benefit is paid. If the worker is rehired and again separated /and 
paid more benefits in the same benefit year, no employer s experi- 
ence factor is further affected, since his entire taxable base-peuod 
wages become benefit wages only once in any given year. If in his 
base period a worker received pay from several employers, each 
employer is charged with the amount of wages he paid that workW 
in his base period. 

Next, the employer s benefit wages for all of his separated and 
compensated workers are totaled, for the most recent three con- 
secutive years. This total is then divided by the employer's total 
taxable pay roll for those years. The result is his benefit-wage-ratio, 
or experience factor. 

An example will be helpful. The base period will be considered 
as the first four of the five completed calendar quarters immedi- 
ately preceding the first day of a benefit year. The benefit year con- 
sists of the 52-week period beginning with the filing of a valid claim 
which results in the payment of benefits. Both could, of course, be 
uniform for all, i.e., fixed calendar periods, or both may be indi- 
vidual as here assumed. 

In determining an employer’s benefit-wage-ratio for the purpose 
of assigning him rates in 1950, the taxable wages earned in 1948 by 
his workers whose benefit years began in 1949 are considered as 
having been earned in 1949. Similarly, benefit wages earned in 
1947 and 1946 are considered as having been earned in 1948 and 
1947 respectively. Suppose those benefit wages total $25,000 and 
total taxable wages for the same years amounted to $125,000. Then 
$25,000 divided by $125,000 equals 20 percent, and this is the em- 
ployer's benefit-wage-ratio or experience factor. 

Next the state experience factor is determined. This is done as 
fallows. F^r^t the total amount of benefits paid from the state fund 
fpr the dbree preceding years is ascertained. Assume that was $2.5 
f^iWinn From this sum are deducted any penalties or interest paid 



STATE m^EMFLOYMEMT COMFEN^TION: PROVISIONS Si69 

by employers on account of overdue payments or for othar reasons, 
and also all interest earned by the reserve fund. Assume these de- 
ductions to be $0.5 million. Ilien $2.5 million minus $0.5 million 
leaves $2 million. This is the “amount required from employers” to 
replace the amount paid out in benefits. The amount required from 
employers is then divided by the total amount of benefit wages for 
the state for the same three years, and amounts to the sum of indi- 
vidual employers’ benefit wages. Assume the amount to be $20 
million. Then 2 divided by 20 equals 10 percent, which is the State 
Experience Factor and irieans that 10 cents per dollar on the amount 
of benefit wages paid is needed to replenish the fund. 

The employer’s tax rate is then determined by reference to a 
statutory table which shows what that rate is to be, given the state 
experience factor and the employer’s benefit-wage-ratio. In our ex- 
ample, the rate would be 2 percent on taxable wages. 

Variations in rates as between states using this method are not 
great. If the state experience factor is 10 percent and the employer’s 
benefit-wage-ratio 20 percent, the tax rate will be 2 percent in 
nearly all states. There are difEerences in maximum and minimum 
rates, and also in the reference tables. Increasing pay rolls tend in 
this method to reduce rates. The method embodies the “pay-as-you- 
go” principle, as does the Connecticut plan described below. 

Compensable-Separations Formula. A fourth method is known 
as the compensable-separations formula, and is used only in Connec- 
ticut. As in the benefit-wage formula, number of compensable 
separations is used as a measure of unemployment, and each em- 
ployer is charged with only one separation for each period of con- 
tinuous unemployment. 

One step in this plan is to compute the employer’s Merit-Rating 
Index, which is done yearly as of December 31, An employer’s 
Merit-Rating Index is derived by dividing his Experience Pay Roll 
by the Rated Amount of Compensable Separations. The Experience 
Pay Roll consists of the aggregate amount of taxable wages payable 
for employment during the three preceding years. 

Rated Amount of Compensable Separations may be explained as 
follows. At the beginning of the first compensable period of unem- 
ployment in a worker’s benefit year, the amount of his weekly total 
ben^t payment is charged to the account of every employer who in 
the preceding 56 days (8 weeks) employed that wOTker during at 
least four different calendar weeks. Any subsequent boiefits paid 
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to toat worker in his beoefit year have no effect and no further 
diarges are made on account of benefits paid to him. 

Let us suppose diat an employer's taxable pay roll for the three 
preceding years amounts to $300,000, and that his rated amount of 
compensable separations for the same three years is $50,000. His 
Merit-Rating Index is then 300,000 divided by 50,000, or 8. 

Next the taxable pay rolls for the three preceding years of all em- 
ployers with merit-rating indexes are totaled. This total is then 
divided into 13 approximately equal parts. These parts are then 
arrayed so that the first part shall consist of the pay rolls of ^- 
ployars with the lowest merit-rating indexes, the 13th part of those 
wito the highest, and the others in accordance with this order. \ 

Suppose the aggregate pay rolls amount to $1.3 billion. Th^n 
each part would consist of approximately $100 million. If in order 
to get an exactly equal division it would be necessary to split an em- 
ploym'’s pay roll into two parts, his entire pay roll would be in- 
duded in the lower numbered of such two parts. We could then 
have something like the accompanying, abbreviated array. 


Part 

Pay Roll 
(In Millions) 

Merit Rating Indexes 

First 

$100.0 

Less than 2.0 

Second 

100.2 

2.0 to 2.99 

Third 

99.9 

3.0 to 3.99 

Fourth 

99.9 

4.0 to 4.99 

Thirteenth 

100.0 

13.0 and above 


The rate of tax to be levied would then be determined for each 
employer by comparing the part in which his merit-rating index 
appears with a table in the Act which specifies the rates applicable 
to each ..employer in each part. Tliere are five schedules and the one 
tssed wffl depend upon the reserve. If, for example, the balance in 
die unemployment compensation trust fund is equal to at least 2 
percent of the taxaUe pay roll in the three-yeu- e3q>erience period, 
the rates vary from 2.7 percent for those in the first part to 1.5 por- 
oent (ot those in the 13di part If the balance in the unemploymrat 
ttoSt ftmd is at least 1.25 percent but less than 2 percent, the rates 
vai^ frmn 2.7 for the first part to 2.1 for the 13di. Any emplc^et 
twtided to #qperimice rating who in the three-year exp&imoe pe- 
iindlwshad no oompoisable separations charged to his acccmM cmd 
ybo has made aU cequiied oontzffnitions is eatfiled to the zato 
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dbaxged for foe 13fo part. If foe balance in foe fund is less foiua 
1.25 percent, all pay 2.7 percent. 

In 1947, Connecticut provided for distributing "surplus” con- 
tributions to foose experience-rated employers whose ra^ are not 
set at 2.7 percent. A surplus exists when foe balance in foe state's 
account in the Federal Unemployment Trust Fund exceeds 4.5 
percent of the preceding three years’ taxable pay roll and when foe 
current year’s contributions plus interest earned during foat year 
by its balance in the Unemployment Trust Fund exceed benefit 
payments made during that year. The surplus consists of foe excess 
of contributions over benefits. It is distributed to eligible employers 
in foe same proportion that their contributions bear to total contribu- 
tions of eligible rated employers in the preceding 12 months. The 
distribution is in the form of credit memoranda, which are valid 
only for paying unemployment compensation taxes during the cur- 
rent year. 

Pay-Roll Variation Plana. It is possible to merit rate individual 
employers without direct reference to the benefit payments made 
to their employees or to the amount of contributions they have 
made. Pay-roll variation plans are used for this purpose. Declines 
in pay rolls, annual or quarterly or bofo combined, constitute foe 
measure. Those using fois type of plan believe that changes in foe 
general level of business activity and seasonal and irregular opera- 
tions are reflected in pay rolls, and that declines in pay rolls reflect 
unemployment and unemployment benefits. This method makes it 
unnecessary to keep records of foe benefits paid to individual em- 
ployees in order to charge them, directly or indirectly, to foe em- 
ployers concerned. 

A pay-roU variation plan using annual declines as a measure may 
be quite simple. The Mississippi plan is an example. Annual pay 
rolls for foe preceding five fiscal years are listed in dirondogical 
mder. Assume, for example, the following pay rolls: for the fiscal 
year ending June 30, 1949, $120,000; for 1950, $115,000; for 1951, 
$125,000; for 1952, $130,000; and for 1953, $120,000. 

The decline in 19^ as compared wifo 1949 is $5000. Ihis dedfine 
is divided by foe pay roll for 1949. The resulting percentage figure 
is 4.106. Expressing foe decline as a percentage mi^s it possflble to 
ccmipaxe foe experiences of large and small employers. In otisr ex- 
ampki foere is. no decline in 1951 as against 1950 or in 1952 as 
against 1^1, and therefore no computatimi & vaade fen foose yeairit. 
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Fcnr 1953 the decline is $10,000, which is 7.691 percent of ihe pre- 
ceding year's pay roll. 

The percentages derived in this way are then added together. The 
sum is 11.837. In order to get an annual average percentage decline, 
the sum 11.837 is divided by 4; the result is 2.959. When the in- 
dividual employer’s average annual percentage pay-roll decline has 
been derived, reference is made to a statutory table which shows 
what that employer’s tax rate will be for the following year. There 
are several schedules of tax rates in this statutory table; the one 
used will depend on the condition of the state’s balance in the yn- 
employment Trust Fund, the Federal account in which the staWs 
balance is kept. This condition is expressed as a ratio of the amoimt 
credited to the state in the Fund as of November 1 to taxable pay 
rolls in the state for the preceding calendar year. If, for example, the 
state’s balance were $50 million and the preceding year’s taxable 
pay roll $500 million, the reserve ratio would be 10 percent. 

In the statutory table employer percentage declines and reserve 
ratios are grouped into brackets. Thus if the employer’s average 
annual pay-roll decline is between 0 and 6.999 percent, as is true of 
the employer in our example, and if the reserve ratio is 8 percent or 
more, as is also true in our example, the employer’s tax rate for the 
following year would be 0.9 percent. Should the reserve ratio be 6 
percent but less than 8, the same employer’s rate would be 1.5; it 
would be 1.8 if the reserve ratio were 4 percent but less than 6. 
The higher an employer’s average pay-roll decline, the higher his 
rate. For those with percentage declines above a maximum of 42 
percent, the rate is stated as 2.7 percent, irrespective of the reserve 
ratio. 

There is a further provision to the efiFect that if the state’s balance 
in the Unemployment Trust Fund is less than $20 million, no em- 
ployer shall be given a reduced rate, irrespective of how low his 
average annual payroll decline may be. 

The same procedure may be applied using quarterly pay-roll de- 
tunes instead of annual declines. In 1954 Rhode Island used the 
quarterly decline system. Here again the period chosen may be 
tibxee years or more. It is possible also to combine annual and quar- 
terly dedines in one system, and this has been done. The annual 
ai>d quarter^ declines can be added and then reduced to an overall 
ptverage percentage figure for use in deriving the tax rate. Since 
qnaitedy declines espedally reflect seasonal and irregular opeara- 
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tions that generally result in the payment of unemployment com^ 
pensation benefits, some states wishing to stress these factors use 
quarterly declines as one measure. 

A pay-roll variation plan may use the calendar year as well as the 
fiscal year, and it may use three years instead of five, or more than 
five. Employers who have not been in the system for the number of 
years used are not, of course, given reduced rates. The percentage 
decline figures may be used as a total rather than an average, and 
a net figure that allows for pay-roll increases may be used. The num- 
ber of decline or net percentage brackets and the number of tax 
rate schedules may also be varied within wide limits. 

Combinations. Other factors have been combined with pay-roll 
variations in building a plan. One of these is age, credit toward re- 
duced rates being allowed employers according to the number of 
years they have been making payments to the system. Another fac- 
tor is the employer s contribution-benefit ratio, which refiects di- 
rectly the amount of benefits paid to his workers that are charged 
to him. The following combinations are suggestive of what can be 
done. 

At one time New York had a complicated experience-rating plan 
in which rates were based on annual and quarterly pay-roll declines 
and on the number of years the firm had been covered by the law. 
That plan has been drastically modified. Basically New York now 
has an employer-reserve experience-rating plan, but pay-roll varia- 
tions and age have been retained in it. The employer s account is 
credited with his contributions and debited with benefits paid to 
his workers; this is the basic operation in the reserve-ratio plan. 
The balance in his account is divided by his preceding year s pay 
roll and the result is called the Employer s Account Factor. This per- 
centage is not applied directly to a statutory rate table as in a simple 
reserve-ratio plan. Instead, the employer is allowed points based 
on the size of this Account Factor. If the factor is less than 5 per- 
cent, no points are allowed. If it is 5 percent but less than 5.5, he is 
allowed 1 point. For each additional 0.5 percent he is allowed an 
additional point until his Account Factor reaches 12.5 percent or 
more and his points 16. This is tibe maximum number of points 
allowed any employer on the basis of his reserve. The number of 
points allowed is called the Employers Benefit Factor. 

The Employer s Annual Factor is then computed; it is made to 
depend upon declines in pay rolls during the preceding three years^ 
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in &e manner described in pay-^oU variatitm plans. If the stun of 
tbese percentage decreases is as mudi as 0.4 or more, no points are 
allow^; if it is 0.3 or more but less Aan 0.4, he is aflowed .5 of a 
pdaot; if 0.2 or more but less than 0.3, he is allowed 1 point; if 0.1 
or more but less dian 0.2, he is allowed 1.5 points; and if less than 
0.1, he is allowed 2 points, which is the maximum. Quarterly de- 
creases are computed similarly and points are allowed depending 
on the sum of Ae percentages. The number of points allowed in- 
i^ases from .5 if the sum is 1.5 percent or more but less than 4 to 
1 if the stun is 1 percent or more but less than 1.5, to 1.5 if the ^m 
is 0.5 percent or more but less than 1, and to a maximum of 2 points 
if the sum is less than .5. The number of points allowed is called 
the Employer’ s Quarterly Factor. \ 

Credit is then assigned on the basis of the firm’s age. If the firm 
has participated for less than 5 years, .5 of a point is credited; if for 
S but less dian 9 years, 1 point is allowed; if for 9 but less than 13 
years, 1.5 points are allowed; and if for 13 years or more, 2 points 
are allowed. 

The Employer’s Account, Annual, Quarterly, and Age Factors are 
then added; the sum is his Experience Factor. Reference is then 
made to a statutory table from which the employer’s tax rate is de- 
rived. In one column Employes’ Experience Factors are arrayed, 
beginning with all those less than 2 and increasing by one point to 
the fihal group, those with 20 or more points. Opposite this list of 
Employers’ Experience Factors are seven different schedules of tax 
rates; &e one ^t is used depends on the Size of Fund Index, that is, 
on the condition of the balance in the Unemployment Trust Fund. 
This index is stated as a percentage and is derived by dividing the 
balance in the Trust Fund by the pay roll for die preceding year or 
by an average of the pay rolls for the preceding dnee years, which- 
ever gives the smaller percentage figure. The first rate schedule is 
aj^licable when the Size of Fund Index is 4 percent or more but 
less than 5 percent; die other schedules are each 1.5 higher than the 
preceding one, except the last one which is 12.5 or more. When the 
schedule that is applicable is known, it is a simple matter to find an 
individual employer’s position in the Experience Factor column and 
die conespcmding rate in the tax rate schedule. 

Althou^.pay-roU variations are used in New York in computing 
ftpBidcyer thx rates, its plan obviousfy is basically a reserve-tado 
The maximuni number of pcants that any one en^E^er can 
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ponibly have is 22. As many as 16 ctf these may be the sesult ol hb 
reserve ratio. Age and pay-roll variations can yield at most 6 pdnti. 
Fm: empbyers whose reserve ratio is low, age and pay-roll varia- 
tions are considerably more important. Yet they may be duni^ 
sufBdently important to constitute a distinct modification of ^ 
reserve-ratio plan of experience rating. 

In Montana the law authorizes the Commission administering the 
law to apply “such form of classification or experience rating system 
which is best calculated to rate individually and most equitably die 
employment for each employer and to encourage stabilization of 
employment.” This gives the Commission power and directicm. A 
limitation is imposed by another provision of the law which requires 
the Commission to give consideration in its plan to annual net per- 
centage declines in taxable pay rolls for the preceding three years, 
the number of years the employer has paid taxes under the system, 
and benefits charged to die employer’s account. These three must 
be considered “to an equal extent.” Since the ratio of benefits to con- 
tributions is considered, this plan combines reserve ratio and pay- 
roll variation, but widiout heavy emphasis on the former, and both 
modified by the firm’s age. The rates that may be applied to indi- 
vidual employers begin at a low of 0.5 percent and increase by. 0.2 
percent steps to a maximum of 2.7. However, the law provides that 
the rates applied must be such that the total amount yielded shall 
be approximately 1.2 percent of the preceding year’s total taxable 
payroll. And no employer whose contributions in the diree pre- 
ceding years amounted to less than the benefits paid to his workers 
may receive a reduced rate. 

Experience rating plans that do not direcdy relate the individual 
employer s experience with his tax rate appear to have a serious 
weakness. In such plans employers have no direct incentive to (xm- 
test unjustifiable claims for unemployment benefits. They have little 
incentive to help police the system. 

Guaranteed Wages. The Social Security Act permits deducthms 
from the Federal Unemployment Tax by employers who have 
guaranteed wage plans if the state law permits such plans . imdet 
conditions drat meet Federal minimum requirements. Seven states 
incorporated die Federal provisions in dieir acts. All but one l»d 
rqiealed those provisioiu by die oid of 1946. No state ev^ au^r- 
ized rate reductions to any employe under those provision^. The 
first Wisemffiin law, enacted b^re the Social Security Act, per^ 



272 


AMERICAN SOCIAL INSURANCE 


mitted reductions for employers with guaranteed wage plans. Moie 
than 90 employers had such . plans. But the conditions did not meet 
the minimum Federal requirements, and when Wisconsin brought 
its conditions up to the Federal minimum, nearly all existing plans 
were discontinued. For the country as a whole there were approxi- 
mately 200 guaranteed wage plans covering some 61,000 workers 
in January 1946, and the number has been increasing. But lower 
contribution rates do not therefore accrue to their sponsors. 

Fund Protecting Provisions. All experience-rating states niake 
general and some of them make special provisions to safeguard their 
reserve funds for paying benefits. Rates of taxes levied on employers 
are related either directly or indirectly to the condition of the re- 
serve fund as well as to the unemployment experience of the eih- 
ployer. It should be added that during the war twelve states levied 
"war risk” contributions on employers whose pay rolls exceeded 
specified amounts or in some cases on the entire pay roll, which were 
usually substituted for the rates normally charged. In most instances 
the rate charged was 2.7 percent of taxable pay roll. This was done 
to protect the fund against anticipated heavy claims. 

The most common method used to safeguard the fund is to specify 
that when the state fund reaches a “danger point” defined in terms 
of benefits, pay rolls, or number of dollars, no employer will be taxed 
at a rate lower than 2.7 percent of his taxable pay roll. Usually when 
benefits are used as a criterion, the provision is that rates shall not 
be reduced at all unless the amount in the fund exceeds the amoimt 
of benefits paid in the preceding calendar year. The margin of 
safety in the benefit criterion is not large unless the fund is already 
sufficiently large to carry a heavy burden for several years. Some 
states specify an absolute amount which the fund must have be- 
fore lower rates may be granted. The dollar criterion can hardly be 
considered satisfactory until the state’s system has become stabilized. 
A few states use pay roll as a criterion, the pay roll for the preceding 
year, or an average of five or 10 years. When the fund falls below a 
spedfied percentage of the pay roll, say 3 percent, no rate reduc- 
tions are to be allowed. Some states combine several of these criteria 
and require that the fund at least equal the higher of the two or 
hipest of the three. 

A second method of fund protection is to vary individual rates in 
fKSCOrdance with the size of the fund rather than to prohibit any 
iediiced rates at all. When the fund reaches a specified danger point. 
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some or all rates are increased eidier by the same percentage amount 
or according to a schedule of rates. 

A third, and indirect method, used when there was a substantial 
number of employer-reserve with supplemental pool laws, is to 
transfer sums from reserve accounts to the pool, ^^en the pooled 
account falls below the danger point, which is in all cases a specified 
number of doUars, specified percentages of pay rolls, either for a 
preceding or subsequent period of time, are transferred from the 
reserve accounts to the pooled account. Since individual tax rates 
are related to the ratio of reserve to pay rolls, these transfers by re- 
ducing the reserves will result in some employers paying higher 
taxes. 

Approximately 20 percent of the states auth(»:ize or require reduc- 
tions in benefit rates whenever the solvency of the fund is jeopard- 
ized. This is a fourth method. Should this method be used, it will 
mean that workers are deprived of some protection at the very time 
they need it most, since the solvency of the fund would be jeopard- 
ized only in periods of heavy and prolonged unemployment. When 
the fund reaches the danger point, benefits may be reduced either 
by a specified percentage or in accordance with a schedule, or the 
maximum number of weekly benefits payable may be reduced or 
the waiting period increased, or other eligibility conditions changed. 

In Maine, if the Commission finds that benefits could be increased 
without imperiling the fund’s solvency, it shall increase weekly and 
annual benefits, but not to exceed 20 percent, and vice versa. 


EMPLOYEE CONTRIBUTIONS 

Nine states have at one time or another required employee con- 
tributions. The spread of experience-rating plans and the marked 
growth of reserves have led most of them to abandon employee 
cN)ntributions, and only two states have continued to levy diem for 
unemployment compensation. 

The Federal government made small contributions to the District 
of Columbia fund during its first three years. No other state has 
contributed, except a few which have made relatively small con- 
tributions to help defray part of the administrative costs. The ques- 
tiwi (rf state or Federal contributions was never a lively one and 
there are no indications that it will become so in the near fntme. 



AMERICAN SOCIAL INSURANCE 




ADMINISTRATION 

The Federal government pays all the necessary and proper costs 
of administering state unemployment compensation laws. Funds for 
this purpose are secured from that part of the Federal Unemploy- 
ment Tax which may not be o£Eset, i.e., the 10 percent. The 10 per- 
cent collected by the Federal government, it should be noted, is not 
earmarked for unemployment compensation administration and it 
goes into die general fund. The Ckingress determines how muc^ 
money is to be appropriated for administration, and it is under no 
oblation to appropriate any given amount or proportion of dm 
amount collected. Grants are then made to the states by the U.S. 
Department of Labor through its Bureau of Employment Security. 
The conditions whidi must be met in order to qualify for these 
grants have been described in Chapter 10. 

Spedal Administrative Funds have been established in many 
stams and these are not subject to the control of the Federal govem- 
mmit. The money comes from various sources, usually from interest 
and penalties on past-due contributions, although in some states 
^mdal legislative appropriations are made. The funds are used: 
(1) for administrative costs not properly chargeable against Federal 
administrative grants or odier funds; (2) to replace Federal admin- 
istrative funds lost or spent for nonapproved purposes; (3) as re- 
volving funds to be used in advance of, and later to be replaced by, 
Federal administrative grants; and (4) to refund interest and penal- 
des-.erroneously coUected. 

The Bureau of Employment Secmity of the U.S. Department of 
Labor carries out the Federal functions. Every year it passes upon 
all laws and certifies to the Secretary of the Treasury those which 
conform to Federal requirements, in mder that employers in those 
sta^ may receive normal and additional tax credits; it passes on 
state budgets and handles the grants for administrative expenses; 
tad ft assists states with their i^es and regulations, and in other 
ways. Ihe Social Security Administration has regional offices in each 

whidi thms is a Bureau representative and assiftants, who are 
cmadandy hi dose ocmtact widi the states. 

, Admiidstsstticm expenrhtures of the state oompmisation agencies 
jitaaitdited by tiie Bureau of Accounts and Audits,i which ad* 
hi regard to accountix^ and financial procedures. The Bureah 
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of Employment Security collects statistics from iiie states and ad« 
vises with them on statistical and research problems. Legal assistance 
is provided by the Administration’s legal staff. The Bureau of In- 
ternal Revenue collects the Federal tax, that part of it which is not 
offset against state taxes. The Treasury Department manages the 
Unemployment Trust Fund. 

Slightly more dian one-half of the state acts are administered by 
independent secnrrity agencies which are separate and distinct from 
any other state department. In slightly less than one-half of the 
states, the administrative body is part of the labor department, in- 
dustrial commission, or worlimen’s compensation co mmis sion. In 
about 40 percent of the states, there is a single responsible adminis- 
trator. In the remainder there is a Board of three or more. In most 
of these, the Board members serve full time, in some only one mem- 
ber serves full time, and the others draw per diem for time served. 
In a few all Board members serve part time. 

Some states have Advisory Councils composed of nonsalaried 
representatives of employers, workers, and die public, whose stated 
funcidon it is to advise the administrators. 

Every state has a system of state public employment ofiBces, sup- 
ported in part by the Federal government through grants made 
under the authority of the Wagner-Peyser Act, the grants being 
based on population but with a minimum grant for each partici- 
pating state. Both the public employment offices and the compensa- 
tion system are usually under die direction of the commission or 
commissioner, but each is a separate division or bureau with its own 
head. 'Within each of these two major divisions are die numerous 
departments each charged with the task of carrying on a part of 
the complicated work of paying benefits. 

The ^te unemployment compensation agency actually admin- 
isters the law. One of the agency’s most important functions is to 
mainhiin an accurate record of workers’ earnings, and in some states 
also the length of anployment, for it is upon these that eligibility, 
weeidy benefit amount, and duration are based. Two methods of 
getting diis information are used. Most of the states require cuxxmt 
reporting quarterly of each employee’s total taxable earnings for 
dut quarts. Scnne use the s^aration reporting plan in which wage 
and trther information for a one- or two-year period is repotted tor 
aity weaker only after he has become unm^dctyed. A few states use 
boidi medtoch, requiring quarterly reports horn sotoe and septoia- 
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tion reports from others. Current reports result in better wage 
records, but separation reports entail less expense to employers and 
the state. 

The procedure centering around the payment of benefits is care- 
fully outlined. The first step in the procedure is for the unemployed 
worker to file a claim for benefits, which he does on a special form 
and usually at the public employment oflBce in his neighborhood. 
In sparsely settled regions, some other public ofiBce may serve or 
an itinerant public employment service is provided. 

The claim for benefits is then usually sent to the central oflBce to 
determine whether the individual has met the qualifying conditions 
of employment or wages. If he has, the weekly benefit amount and 
potential duration of benefits are determined. Decisions relating ip 
availability for work and possible disqualifications are mostly de- 
termined by the local oflBce. In some states, local oflBces make most 
of the determinations, subject to review by the central oflBce. 

Workers receiving benefits are required to appear regularly, 
usually once a week and at varying times of the day, at public em- 
ployment oflBces as an indication that they are still unemployed and 
available for work. Benefits are generally paid by check mailed 
through the postal system although in some states claimants get 
their checks in local employment oflBces. 

Contested claims are handled in several ways. Most laws provide 
that they may be disposed of either by a full-time examiner acting 
alone or by a board of three, one of whom is an examiner and the 
other two representing employers and employees. Only a few states 
include workers on local appeal boards. A few states provide for 
the examiner, but do not permit the alternative of a joint board. 
Appeal is permitted from the decision of the examiner or board, 
usually to the unemployment compensation commission but some- 
times to a permanent board of review. A few states provide for 
direct appeal from the deputy to the commission administering the 
act. Many states permit the deputy handling claims to refer doubt- 
ful cases directly to the appeal body, and some require that all cases 
involving a labor dispute be so submitted. 

Decisions of the administrative appeal bodies are subject to re- 
^ew by the courts, beginning with the county or district court and 
then to the state supreme court. However, the courts are permitted 
to pass only on questions of law and not of fact. That is to say, the 
administrative tribunals make certain findings of fact which must 
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be accepted by the courts, as for example, whether die woricer was 
in covered industry, the time of his employment, amount of wages, 
and so forth. Whether the administrative body correctly interpreted 
and applied the law, however, is another question, and one which 
the courts may pass upon. 



CHAPTER TWELVE 


STATE UNEMPLOYMENT COM-/ 
PENSATION ACTS: OPERATIONS! 


Tbe American system of unemployment compensation, if it can bte 
called a ^tem, is still in the developmental stage and has not as yet 
been subjected to a severe test of adequacy. Benefits were not -pay- 
able for several years after the dates of original enactment, in order 
that small reserves might be accumulated. Then preparations for 
defense and later war and intense postwar activities all made for a 
prolonged period of full employment, increasing wages, large tax 
revenues, and small benefit expenditures. It is true that approxi- 
matdy 12 million war jobs were terminated between Germany’s 
defeat and one year following the collapse of Japan. But reconver- 
sk>n to civilian production proceeded at an amazing rate and new 
jobs developed almost as rapidly as old jobs were terminated. Fur- 
Aermore, the Federal Servicemen’s Readjustment Act cushioned 
the shock of demobilization and took something of a burden off 
state unemployment compensation funds. This favorable experience 
made it possible to develop operating techniques and to build up 
financial reserves against darker days expected to come. Operations 
to date are described below, necessarily in rather general terms. 

COVERAGE 

Although coverage is for from being universal, steady progress 
has bemi made in extending the scope of American acts. Numerical 
lipitations have been reduced in many states, some additional em- 
plqyinents have been included, and there has been a steacfy growlh 
in the mimliri: of wmrkers engaged in covered employment 
iWanbtn in Covered Emi^oyiiiiaat Hie average number of 
■•'l it waiBe w in enq>loymmit covered hy state ac^ in 1938 was about 29 
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million, and it averaged slij^tly more than 23 million in 1940. In 
1944, the number reached 29.8 million, an increase of almost SO 
percent over 1938. A large part of the increase was brought about 
by the growth of war industries, which employed many boys and 
girls of school age, married women who were normally housewives, 
and men who had postponed their retirement, persons in other 
words who would normally not be in the labor force. Postwar ex- 
pansion has further increased the number. For 1952 the average was 
35.6 million, an increase over 1938 of approximately 78 percent 
Coverage will unquestionably continue to increase. In 1952 there 
were more than 1.5 million active employers. 

Not all of the workers in covered employment are protected by 
state laws. Many of them are excluded by numerical limitations. 
Manufacturing, for example, is an employment included within the 
scope of all state laws, but many of the acts apply only to employers 
of specified minimum numbers, usually eight or five. It has been 
estimated that approximately 3 million workers are excluded by 
these numerical limitations. 

The percentage of wages and salaries in covered employment to 
all civilian wages and salaries was 61.5 in 1938, increased to 72.2 
in 1943, then declined slightly, but was up to 73.5 in 1952. Expan- 
sion of income outside the system was greater between 1944 and 
1946 dian within the system. 

Occupational Distributions. Table 31 shows the occupational 
distribution by industry division of all workers in covered employ- 
ment and their total earnings for 1951. 

The distribution of employment among industry groups varies 
from year to year and may change marke^y over a decade or less. 
Most workers are in manufacturing and trade— 74.7 percent in 1945 
and 70.0 percent in 1951. The proportion in manufacturii^ rose 
from 45.6 in 1939 to 56.3 in 1944, and was 45.7 in 1951. Wholesale 
and r^ail trade have shown increasing percentages for some time; 
they accounted for 24.3 percent in 1951 as compared with 21.8 in 
19^. Contract construction is quite ^atic. In 1945, because of die 
war, it accounted for only 3.5 percent; in 1951, however, it ac- 
counted for 6.6 percent 

Payroll percentage reflect fhe distribution of workers among in- 
dustry grocqis. Manufocturing and trade combined accamted for 
75.2 pecent total wage in 1945 smd 70.4 in 1961. Aj^eddbde 
to wage occurred in building construction, whm dtore 
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was little activity during the war. In trade, wages increased more 
between 1945 and 1951 than did employment. In 1945 wages from 
trade amounted to 18.3 percent and to 21.7 in 1951. Changes in 
other categories in recent years have been small. 


Table 31. Unemployment Compensation: Covered Employment 
and Total Earnings, by Industry Division, 1951 ^ 

(In Thousands) 


Industry Division 

Employment 

Earnings ^ 

Average 


Average 

Pe^ent 

Total 

34,858 

100.0 

$118,717,346 

mM 

Agriculture, forestry, and fish- 
ing 

Mining 

75 

0.2 

214,397 

V 

894 

2.6 

3,517,214 


Contract construction 

2,304 

6.6 

8,972,789 

1 7.8 

Manufacturing 

15,940 

45.7 

57,782,659 

48.7 

Transportation, communication, 
and other public utilities 

2,624 

8,467 

7.5 

9,220,444 

7.8 

Wholesale and retail trade 

24.3 

25,745,669 

21.7 

Finance, insurance, and real 
estate 

1,592 

2,907 

4.6 

5,379,279 

4.5 

Service industries 

8.4 

7,744,392 

6.5 

Miscellaneous 

55 

0.1 

140,503 



Covered employment shows a heavy concentration in highly in- 
dustrialized states. Nearly one-half, 48.3 percent, of all covered em- 
ployment in 1951 was in six states—New York, 12.7, Pennsylvania, 
9»1, California, 7.9, Illinois, 7.0, Ohio, 6.7, and Michigan, 4.9. The 
six states having the smallest percentage in 1951 had a combined 
total of less than 1 percent— Alaska, Nevada, North Dakota, South 
Dakota, Wyoming, and New Mexico. 

The exclusion of agriculture from the scope of state acts affects 
very few workers iji the industrialized portions of the country, but 
in such states as Arkansas, North Dakota, and Mississippi the ex- 
clusion affects more than half of the gainfully occupied. The ex- 
clusion of domestic service affects a larger proportion of women 
than of men. And both affect Negroes much more than whites. The 
New York act, which applies to employers of four or more domestic 
servants, cx>vers about 3500 domestic workers, which is about 10 
p^oeat dF the states household workers, and probably more than 

1 Labor Market and Emfdoymeni Security, Statistical Supplement, Septem- 
ber, 1952. 
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are to be found in any o&er state. In 1945, California permitted self- 
employed persons to elect coverage, charging them the full em- 
ployer rate of 2.7 percent and the employee rate of 1 percent. At 
the end of the first year, not a single self-employed person had 
elected coverage and only 10 or 12 had made written inquiry 
about it.2 

Numbers with Wage Credits. Figures on average employment 
do not show how many different individuals were at one time or 
another during the year engaged in covered occupations. The num- 
ber of different individuals working for covered employers is con- 
siderably larger than the average working for them at any one time, 
and especially over a period of two years. A better measure of cover- 
age is the number of workers with wage credits, i.e., workers on 
whose wages employers paid some taxes. 

In 1939, the number of workers with wage credits was estimated 
at 30 million. In 1943, the number reached 44 million, an increase of 
nearly 47 percent, but declined to an estimated 42.5 million in 1945. 
In 1951 there were 45.8 million. These were workers on whose 
wages employers paid some taxes. 

Not all workers with wage credits become eligible for benefits, 
however, for all laws specify certain wage requirements for eligibil- 
ity to benefits, both for minimum and maximum benefits. In 1945, 
an estimated 36 million workers, or 86 percent of the total with wage 
credits, had credits enough to qualify for at least minimum benefits. 

The percentage of new claimants for benefits who did not have 
sufficient wage credits to qualify for benefits has been estimated for 
different years, beginning with 1940,® 


1940 

16.0 

1944 

9.9 

1941 

16.4 

1945 

8.7 

1942 

14.5 

1946 

12.9 

1943 

13.4 

1947 

14.9 


CLAIMS AND BENEFICIARIES 

The process of paying benefits begins when the unemployed 
worker files a claim, which is designed to establish his right to re- 
ceive benefits and to mark the beginning of his waiting period, and 
in some states of his benefit year. This is called the “initiar claim. 

^ Social Security Legislation, Hearings before the House Ways and Means 
Committee, 79th Cong., 2nd Sess., Vol. 3, p. 1480. 

ft SocUd Security Yearbooks, ^ 
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If benefits are granted, then for each additional week of unemjdoy- 
ment the worker must file a "'continued” claim, which is the basis 
on which benefit payments are continued from week to week. If a 
worker becomes reemployed, his benefits cease. But if he later in 
the same year again becomes unemployed, he must file an ""addi-^ 
tional” claim. A few states do not require additional claims, and 
their reports on initial claims therefore somewhat understate the 
number of separations. / 

Number of Claims. Comparable data on claims for all states 
eadst only beginning with 1939. Table 32 shows numbers of cJaims 
filed by years. Initial claims here include additional claims su^se* 
quent to reemployment. \ 


Table 32. Unemployment Compensation: Initial and Continued 
Claims, by Year, 1939-1947, 1952 ^ 


1 

Year 

Total 

Initial 

Continued 

Ratio of 
Continued 
to Initial 

1939 

66,298,484 

9,764,758 

56,533,726 

5.8 

1940 

77,816,085 

11,140,012 

66,676,573 


1941 

50,868,646 

8,526,993 

42,341,845 

5.0 

1942 

40,085,828 

6,323,881 

33,761,762 

5.3 

1943 

9,548,780 

1,884,096 

7,664,684 

4.1 

1944 

7,343,423 

1,502,802 

5,480,621 

3.6 

1945 

36,682,636 

6,048,909 

30,633,727 

5.1 

1946 

77,177,621 

9,844,425 

67,333,196 

6.8 

1947 

61,429,000 

9,702,000 

51,727,000 

5.3 

1952 

1 

65,485,000 

11,174,000 

54,311,000 

4.9 


The year 1940 was the high-water mark for claims filed until 1949, 
when there were 120.3 million. The figures for 1939 and 1952 are 
probably much more representative of what will usually occur than 
are any of the others. The smallest number of -initial claims recorded 
in any mondi was 90,361, and the peak prior to the postwar read- 
justment wm about 1.5 million. A marked increase in &e number of 
daims ffled set in when Imstilities ceased in August of 1945, and 
again in the recession of 1949. 

The rapidity with which workers who lose their jobs get new 
<>nes is measured by the ratio of continued to initial claims* In 1944 
* Sodd Security YearhxA, 194S, pp. 79, 80; Social Security BuUetkis^ 
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re^ployment, as measured by this ratio, was almost twice as rapid 
as in 1940, die ratio being 3.6 as against 6.0. The rate of reSmploy* 
ment slowed down substantially in 1945 and 1946. In these years, 
many marginal workers were laid off. Many of them found it diffi- 
cult to secure new jobs, and some made no attempt to do so. Not all 
unemployment by covered workers is reflected in these figures, it 
should be noted. For many workers are discouraged from filing 
when it is apparent that they are not eligible for benefits. The ratio 
of continued to initial claims in 1952 was 2.1. 

Number of Beneficiaries. The number of persons who receive 
benefits is obviously much smaller than the number filing initial 
claims or even the number of eligible claimants. For many claimants 
either get jobs before receiving any payment or have their claims 
denied. Table 33 shows the numbers of eligible claimants and 
beneficiaries through 1947. In 1943 and 1944, somewhat less than 
half of those filing claims got on the benefit rolls. Indeed, many who 
were let out did not even file, but got new jobs immediately. For 
1947, more than a third filing claims drew no benefits. 


Table 33. Unemployment Compensation: Claimants and Bene- 
ficiaries, 1940-1947® 


Year 

Eligible 

Beneficiaries 

Ratio of Bene- 


Claimants 


ficiaries to Eligi- 


(Millions) 

(Millions) 

ble Claimants 

1940 

6.1 

5.0 

85.7 

1941 

4.5 

3.4 

76.9 

1942 

3.6 

2.8 

78.7 

1943 

1.1 

0.7 

61.1 

1944 

0.9 

0.5 

57.5 

1945 

4.0 

2.8 

70.7 

1946 

5.7 

4.5 

78.9 

1947 

6.2 

4.0 

64.5 


The year 1940 was still one of considerable unemployment, despite 
the substantial recovery that had taken place. There were more than 
6 million eligible daimants and benefite were paid to more than 5 
million. Industry was becoming unsettled as a result of the war in 
Europe, and American defense preparations were just getting under 

“Socfal Sbcw% Yetarbook, IMS, p. 80; Aid., 1948, pp. 22, Soetnl 
Seourtttf IklbMnt. 
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vray. Hie record in 1941 and 1942 was much better. The peak 
of employment was in 1943, when our economy was going full blast. 
In that year there were only 1.1 million eligible claimants and only 
about 700,000 beneficiaries. Most of those losing jobs quickly got 
odiers. September of 1943 showed the lowest number of initial 
claims on record to that date, namely 90,361. The year 1944 was 
even better in so far as unemployment compensation operations are 
concerned. But the tide turned heavily in 1945, when nearly ^ mil- 
lion were again on the rolls, and it became worse in 1946, When 
there were approximately 4.5 million beneficiaries, but improved 
some in 1947. In 1952 there were 11,174,000 initial claims. \ 
Perhaps a better indication of the benefit load is the average 
weekly number of beneficiaries, shown by years in Table 34. 


TABLE 34. Unemployment Compensation: Average, High, and 
Low Weekly Number of Beneficiaries, by Year, 1940-1947 ® 


Year 

Average, 
Year 1 

High 

Low 


Month 

Number 

Month 

1940 

982,392 

1,268,566 

June 

666,636 

December 

1941 

621,065 

825,748 

1 January 

430,016 

October 

1942 

541,495 

837,650 

February 

192,573 

December 

1943 

115,454 

226,778 

January 

56,354 

November 

1944 

79,306 

112,156 

March 

63,273 

September 

1945 

466,550 

1,323,168 

December 

87,243 

April 

1946 


1,641,732 

January 

700,074 

November 

1947 


1,006,000 

June 

593,441 

November 


The yearly average declined steadily through 1944 and then 
turned upward again with the ending of the war. Reconversion pro- 
ceeded rapidly in 1946, but not without an appreciable amount of 
unsettlement in the labor market, more on the average than in any 
year since 1939. The weekly average number of beneficiaries 
reached a new peak of 1,666,000 in 1949 and was 1,305,000 in 1950. 
A decline then set in, and for 1952 the average was 873,600, about 
(me-half the number in 1949. The high month has usually had about 
twice the jaumber of beneficiaries as has the low mon^, but 1942 
and 1943 are marked exceptions. 

Daring the war years Aere was a “core” ci unemployment, made 
® SoekH SecufUy Yearbook, 1946, p. 25; Social Security BuOetine. 
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up mostly of seasonal and '‘margiiuil” workers. There were many 
women, older persons, and physically handicapped people who had 
been attracted to or retained in employment because of the great 
need for labor. Raw material shortages and priority orders also 
afFected the operations of many employers. Another factor involved 
was that in these years numerous states reduced their waiting pe- 
riods and thus made it possible for more people to qualify for bene- 
fits. 


BENEFITS 

Except in Wisconsin where benefits were first paid on August 17, 
1936, no state paid benefits until January 1938. Reserves were built 
up for two years after contributions became payable. In 20 states 
benefits did not finally become payable until 1939. 

Total Benefits. The total amount paid out in benefits through 
December 1952 was $9230 million. For 1936 and 1937, payments were 
exceedingly small, amounting to $2.1 million. Benefits became pay- 
able in 30 additional states in 1938. The sharp business recession 
that came late in 1937 resulted in heavy benefit expenditures, $393.8 
million in 1938, and $429.3 million in 1939 when benefits were pay- 
able in all states. The year 1940 was even worse, and benefit pay- 
ments amounted to $518.7 million. Defense and then war resulted 
in some diminution in benefit payments, but 1941 and 1942 payments 
exceeded $344 million each year. 

A drastic decline then took place, beginning late in 1942, and 
benefits for 1943 amounted to only $79.6 million, and for 1944 were 
even lower, namely $62.4 million. October and November of 1943 
mark the low point in the wartime decline, payments amounting to 
only $3.5 million each month. Wyoming paid no benefits at all in 
September of 1943. 

Benefit payments then slowly began to climb again. As victory 
over Germany and Japan became reasonably certain, readjustments 
were made in war production. In January of 1945, benefits amounted 
to $7.3 million and in July they were abinost double that amount In 
September of 1945 they exceeded $50 million and were more than 
double that in each month in the last quarter. The total for 1945 was 
$445.9 million. Benefit payments exceeded the billion-dollar mark in 
1946, 1949, and 1950. Increased coverage and benefit rates will irrake 
billimr-dollar totals normal. 
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There are some indications that a very substantial amount of 
money is being paid out to subsidize tiie wages of seasonal wmrkers. 
Furthmnore, it appears that a substantial proportion of those work- 
ers are in the higher-wage brackets. 

Size of Benefits. Statutory provisions set maximum and mini- 
mum limits to the size of weekly benefit amounts and to tiie total 
amount that any one person may receive in a year. There have been 


Table 35. Unemployment Compensation: Weekly Compensation 
Rates for Total Unemployment, by Year, 1938-1947 \ 


Year 

Number of 
Weeks 

Compensated 

(Thousands) 

Percentage of Weeks Compensated 
in Amounts of 

n — 

\ 

Average 

Weekly 

Benefit 

Less 
Than $5 

$5.00- 

9.99 

$10.00- 

14.99 

$15.00 
or More 

$20.00 
or More 

1938 

38,076 






S10.94 

.1939 

41,554 

4.9 

40.3 

29.0 

25.8 


10.66 

1940 

51,084 

4.7 

39.0 

29.2 

27.1 


10.56 

1941 

32,295 

2.9 

36.0 

30.6 



11,06 

1942 

28,156 

1.3 

25.2 

29.7 

43.8 


12.66 

1943 

6,004 

1.2 

15.9 

25.8 

57.1 


13.84 

1944 

3,724 

0.4 

8.2 

18.3 

73.1 

28.5 

15.90 

1945 

23,031 

0.1 

2.3 

7.9 

89.7 

63.9 

18.77 

1946 

58,196 

0.1 

2.8 

10.9 

86.3 

62.4 

18.50 

1947 

42,000 

0.1 

4.4 

16.6 

78.8 

54.8 

17.83 

1952 

45,777 






22.79 


marked variations in the size of the average weekly benefit payment 
made within these limits, as data in Table 35 show. 

It is a striking fact that the average weekly unemployment benefit 
has been and remains small, although it is increasing. Beginning at 
$10.94 in 1938, the average increased to $18.77 in 1945, dropped to 
$17.83 in 1947, and again increased to $22 J9 in 1952. The trend 
toward higher benefits began in 1941 and was consistently main- 
tained un^ 1946. There was an increase of slightly more than 25 
percent in the average from 1941 to 1943, and a more marked 
increase of 36 percent from 1943 to 1945, and a total of 72 percent 
from 193$ to 1945. Increasing weekly hours plus higher wage rates 
and ovaritime, together with changes in laws which rais^ both 

7 SoM Security Ymhooh» 
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minimutn and maximum benefits payable, account for *bis r^wasd 
tremL Tbey account also for the marked increase in the percenta^ 
of we^ of total unemployment compensation at $15 or nuare, 
which in 1945 amounted to 89.7. Nearly 64 percent were compen* 
sated at $20 or more in 1945, and nearly as many in 1946. The marked 
declines in average weekly benefit and percentage compensated at 
$20 or more in 1947, despite liberalized rates, full employment, and 
high wages, are accounted for mainly by changes in the beneficiary 
group from those in wartime to those in peacetime occupations. 

Until 1944, few states paid the statutory weekly maximmn for as 
much as one-half of their total unemployment. By 1944, 58.5 per- 
cent of total unemployment compensated was at statutory maxi- 
mums and 4.4 percent at the minimums. For 1945, the respective 
figures were 75.6 and 1.3, and for 1946 they were 70.4 and 2.0. In 
1947, only 56.7 percent was compensated at statutory maximums 
and 3.2 percent at the minimums. The declines for 1946 and 1947 
reflect primarily the increased maximvun rates legislated in those 
years. In 1946, Alaska was the highest in percentage of weeks of 
total unemployment compensated at the statutory maximum, with 
96.1, and North Carolina was tire lowest, with 12.7. North Carolina 
retained its lowest rank in 1947, with 6 percent, but Nevada took 
first place with 88 percent. In 1944, only 10 states had statutory 
minimum benefits of less than $5, and no state except North Carolina 
wrote as mudi as 9 percent of its checks for that amount. The per- 
centage of new insured claimants compensated at the statutory max- 
imum in the fiscal year ending in June 1952 was 57.6. 

Duration of Benefits. Statutory provisions limit the maximum 
duration or amount of benefits payable during a year to any one 
unemployed individual. Always some receive the maximum. But 
only in times of widespread and prolonged unemployment udll 
lai^e numbers actually receive the potential maximum. 

Intimated average duration of braefits for specified years is 
shown in Table 36. These estimates are arrived at by dividing the 
total number of weeks compensated by the number of first payments 
made, and are thus av^ges for all beneficiaries and not for those 
who exhausted their benefits or for the eligible or insured popula- 
tion. For the country as a whole, the average has been surprishigjy 
^jeady, conjddAring variations in tibe vdume of employmmit, and 
has tax^d from a low of 7.7 weeks in 1944 to a hi^ dE 12.fi weeks 
In 1946. In 1947, the avmage duration was down to 11.3 we^ 
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This steadiness has continued. Since 1947, av^ge duration has 
fluctuated between 10 and 12, and for 1952 it was down to 10.4. A 
business recession, such as the one which began late in 1953, will in- 
crease duration somewhat. 

Table 36. Unemployment Compensation: Estimated Average 
Duration of Benefits, in Weeks, 1941-1947, 1952 * 


Year 

Average 

High State 

Low State 

1941 

9.4 

13.8 

5.8 

1942 

10.0 

13.1 

5.5 

1943 

9.0 

12.6 

4.9 

1944 

7.7 

11.4 

5.1 

1945 

8.2 

11.2 

3.3 

1946 

12.6 

17.6 

5.9 

1947 

11.3 

13.6 

7.0 

1952 

10.4 

13.1 

7.3 


Variations as between states are great, as is shown by the figures 
for die high and low states. Duration has in general been fairly con- 
sistently high in Southern states and low in Northeastern states. But 
only a few states have been either consistently above or consistently 
below the national average.® For 1946, average duration of benefits 
was the same in states with uniform duration laws as in those where 
duration varies ivith earnings. But for 1952 states with uniform 
duration generally had higher averages, and the highest state, with 
13.1, was among these. 

The average actual duration in weeks for beneficiaries not ex- 
hausting their benefits was 6.2 in 1945, 9.0 in 1946, and 8.2 in 1947. 
For those exhausting their benefits, duration in weeks was 13.8 in 
1944, 15.5 in 1945, 18.5 in 1946, and approximately 18.5 in 1952. 

ExhanstioiM. With any given set of statutory provisions, the 
total number of beneficiaries who exhaust their benefit rights will 
obviously vary primarily with the condition of the general labor 
market. During times of good business therein be relatively few 
layoffs, many job openings, short periods of unemployment, and 
consequently relatively few exhaustions. However, prolonged un- 
8 Social SecurOtf Yearbooks. 

SFor the years 1941-1945, Alabama, the District (rf Columbia, Georgia, 
Emtud^, and Soudi Carolina had benefit durations higher than the national 
aver^: ai^ Alaska, Arizona, Arkansas, Connecticut, mwaii, Indiana, New 
ffmnipshiwt, Oregon, West Virginia, and Wyoming had lower durations. 
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employment in certain occupations will also sometimes exert marked 
effects. 

Exhaustion ratios are computed which represent the exhaustions 
for a calendar year as a percent of the first benefit payments made 
to individuals for the 12-month period ending in September of that 
calendar year. Such ratios are shown in Table 37, for all states with 
comparable data, and for the highest and lowest states. 


Table 37. Unemployment Compensation: Exhaustion Ratios, by 
Year, 1940-1947 ^ 


Ratio of Exhaustions to First Payments 


Year 

All States 

High State 

Low State 

1940 

^50.6 

73.6 

25.8 

1941 

45.5 

64.4 

19.7 

1942 

34.8 

66.0 

16.3 

1943 

25.5 

43.1 

2.6 

1944 

20.2 

51.2 

7.0 

1945 

16.6 

79.6 

3.4 

1946 

38.2 

73.8 

12.1 

1947 

30.7 

65.6 

11.8 


The exhaustion ratio of all states combined was high in 1940 when 
more than half of the beneficiaries collected the maximum amount 
of benefits due them. In that year there were 2.6 million exhaustions. 
The ratio for subsequent years declined steadily, reaching 16.6 in 
1946. Because the number of beneficiaries on the rolls declined 
drastically, the absolute number of beneficiaries exhausting their 
benefit rights declined even more. In 1945, when the ratio was only 
one-third of the 1940 figure, the number of persons drawing fuU 
benefits was only 268,635, or about one-tenth as many as in 1940. 
Defense preparations and war production account for the trends. 

In 1946, the exhaustion ratio increased to 38.2, which was more 
Aan twice as large as in 1945, and the number of persons involved 
increased to nearly 2.0 million, or almost 7.5 times as many as in 
1945. It is surprising that in a year characterized by such intense 
business activity so many persons should draw their full benefits. 
The explanation given is that a large’ portion of the beneficiaries 
were “emergency” or “marginal” war production workers who after 

Soeitd Security Yearbook, 1947, p. 30. 
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being laid off found it difficult to secure re&nployment. It is prdia- 
Ue also that, as in the railroad unemployment insurance system, a 
substantial numiier did not want re^ployment and proceeded to 
draw out as much in benefits as they could It could not be claimed 
with much reason that the high exhaustion ratio of 1946 reflected 
inadequacy in the duration of benefit provisions of state laws. Ihfflre 
was a marked decline, to 30.7 percent, in 1947, when only 1.27 million 
exhausted their benefits. 

In subsequent years the rate was also low. For the fiscal yea:^ end- 
ing in June 1949, with March 31 being the twelve-month cut-off jdate, 
the ratio was 27.0, but it increased to 32.0 in the following year! and 
then dropped sharply to 24.2 in the year 1951. For the fiscal year 
ending in 1952 it was 20.1. The recession of 1954 increased th^tCX- 
haustion ratio appreciably. ^ 

The ratios given above are mostly for years of intensive business 
activity. A study of Michigan’s experience covering a sample of 
55,260 workers for July 1938 to July 1939 throws some light on what 
happens during a period of business recession.^* Nearly half, 45.8 
percent, of those receiving benefits exhausted their benefits before 
being reemployed, and more for women, 61.9, than for men, 42(9. 
Furthermore, most of those exhaustions occiurred early in the benefit 
year— more than 80 percent at least four months, more than 70 per- 
cent at least six months, and nearly 19 percent at least eight months, 
before the new benefit years began. The lowest percentage of exhaus- 
tions, 33.1, was among automobile workers, and the highest, 88, was 
among apparel manufacturing workers. A larger proportion of work- 
ers widi relatively imstable employment exhausted their benefits 
than was true of workers with more stable employment, as would be 
mqxected 

Benefits and Job Openings. There was never a week during 
the war when there was no one drawing unemployment cmnpensa- 
tion benefits, although in September of 1943 Wyoming paid no 
benefits whatsoever. Even during the period_of most intensive ac- 
tivity, when manpower shortages were seriously hampering the war 
effort, some were drawing benefits. During the peric^ of reconver- 
sion and the intensely active period following, many people drew 
beodfits while at the same time some employers vf&ce kaa^OBiHify 

11 Psoi {,. Stanchfleld, "Adequacy of Benefit Duration in Michigan, 19%- 
tOSO,” SooAd Security BuBeUn, September 1840, ]^. 19-28. 
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seeking labor, and it frequenffy occurred tbat fbe intoise demand 
for lalm was in the same community in which large numbers were 
on the benefit roll. To many, it seems strange that such could be 
the case, and the old arguments diat unemployment compensation 
would make people thriftless and la^ and hinder their movement 
horn depressed areas and occupations again appeared in force. This 
phenomenon is not something which has appeared for the first time 
with the advent of unemployment compensation, but it has long 
existed and is inherent in any free, complex, and changing economy, 
as students of the labor market well know.^‘ 

A study of claimants for compensation and job openings in three 
cities— Atlanta, Georgia; Columbus, Ohio; and Trenton, New Jersey- 
for the nine weeks ending October 6, 1945, throws considerable light 
on why benefits are paid while job openings exist in the same local- 
ity.‘* Nearly all of he claimants involved were of “working age”— 
less than 5 percent being under 20 years of age and less than 10 per- 
cent over 65. Most of them came from wartime skilled and semiskilled 
jobs, while openings were predominantly for unskilled. The claimants 
were mostly women, while most of the openings were for men only. 
Job openings were listed for fewer than 54 percent of the number 
of women benefit claimants. More than 40 percent of the openings 
for women were in clerical, sales, and service occupations, while 
fewer than 18 percent of the women claimants had such skills. The 
same situation existed generally for men, but there was a doser re- 
lationship between the prewar skill, or lack of it, and the require- 
ments of job openings. Rates of pay in job openings were appreciably 
lower than applicants’ wartime jobs— yielding about 40 percent less 
take-home pay for men and about 50 percent less for women. 

During the war years there was a great deal of “upgrading” of 
the labor force. Some workers actually acquired new skills, al- 
though relatively few did so, and on balance there was probably a 
net loss of skill. Many were promoted to better-paying jobs. To some 
extent, upgrading was used as a device to evade permissible wage 
ceilings. Accustomed to high earnings, many who lost their jobs 
prderred to “look around” a bit before taking available work at 
Iowa pay. A reasonable period of time . allowed to make necessary 

^ See Don D. Lescohier, The Labor Market, The Macmillan Coa^Hi^, 
1919, espedally chap. i. 

^ Marvin Bloom and F. Bernard Miller, “Clahnanta and Job Openfaq^a in 
Three Qties,” Social BofieMn, November 1945, pp. T-10. 
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adjustments will normally result in a more economic allocation of 
die labor force, although it creates a certain amount of what is called 
fictional unemployment 

During the war years also many “marginal” workers were em- 
ployed, such as the handicapped, older persons, women and new 
entrants, people who were employed intermittently and released 
at the earliest possible moment Many of these were eligible for bene- 
fits and proceeded to draw them. Marginal workers are constantly 
being weeded out of the economy. Less intense war proddction 
activities also resulted in fewer shifts per day and as a result ^ny 
women who were laid off found it difficult to take available joqs on 
the odier shifts and at the same time carry on essential home drives. 
These constituted what might be called a special class of mar^nal 
workers. 

It must be borne in mind that many who are available for work 
are not in the localities where job openings are listed, and that fre- 
quently transportation facilities are inadequate. Adam Smith long 
ago observed that man is perhaps the most difficult baggage to move. 
Really strenuous efforts were made to induce workers to migrate to 
localities where they were needed, and with considerable success. 
But many would not migrate. “Workers,” said the chairman of the 
Social Security Board, “are not like checkers which can be moved 
£rom one square to another in the twinkling of an eye. They are not 
intm’changeable parts that fit into any job, anywhere, any time. 
They are human beings with widely varying skills and experience 
and personal situations.” 

Thus differences in skills and sexes required and available, dis- 
crepancies between rates of wages offered and formerly received, 
inadequate transportation facilities between jobs and workers, and 
the esdstence of marginal workers account for the coexistence of 
job opportunities and unemployment, especially in times of great or 
rapid changes. 

Yet it must be admitted that malingering Js also a factor. Some 
henifficiaries would take available jobs if hey were not able to 
draw unemployment compensation benefits. Some have used such 
benefits to &ance, in part at least, a vacation. Considering that un- 
mnj^oyment compensation benefits are not subject to income or 
wfihhdLdiag taxes, th^ are sufficiently large to satisfy some workers 

Social SecwrUy BtM^ln, Novembw 1943, p. 3, 
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for a period of time. Some woricers who lose their jobs and nev^ 
intend to go back into the labor force have no scruples against tak- 
ing as much in benefits as they can get. 

In general, this petty cheating, if it may be cxilled such, has not 
reached alarming proportions. The vast majority of workers would 
much rather have a job than receive unemployment benefits. It 
would be as unreasonable to condemn the entire system because of 
pet^ cheating as it would be unreasonable to deny the existence 
of such cheating. Much of it can be eliminated by “tightening up” 
fhe administrative machinery a bit. But some of it there will be in 
any system in any country at any time. And it will be worse in ab- 
normal than in normal times. 

DISQUALIFICATIONS AND APPEALS 

Disqualifications. There are four major basic grounds for dis- 
qualifying an unemployed worker from receiving benefits: (1) 
quitting his job without good cause; (2) refusal to accept or apply 
for suitable work; (3) discharge for misconduct; and (4) partici- 
pating in a labor dispute. All laws have had these basic disqualifica- 
tions from their inception. 

Quitting work without good cause is and should be adequate 
reason for refusing to pay benefits. But good cause is a very elastic 
concept. In January of 1940, only four states limited this ground to 
“good cause attributable to the employer” or to the employment. 
By the end of June 1947, it was so limited in 17 states. Workers who 
leave their employers for better jobs or because of transportation 
di£Sculties, as many did during the war, or for family reasons such 
as caring for sick children, are in these states disqualified. There 
were even instances where men who quit to join the armed forces 
but who were rejected for physical reasons were held to have left 
without good cause, although steps were quickly taken to eliminate 
this species of legal and administrative stupidity. This trend was 
definitely away from the idea that unemployment compensation is 
(or workers who are unemployed throng no fault of their own and 
toward the idea that compensation is for those whose unemploy- 
ment is a fault of the employer or of the employment. 

Refusal to accept suitable work is also a reasonable disqualifying 
ground. But here too there was increasing severity in its applicatic^ 
during the war years. There has been a tendency to broaden the con* 
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cept of wbat constitirtes suflable woik smd thus to cxHupol peofde 
eidier to forego ben^ts or to accept jobs at lower ddlls or pay, or 
jobs which involve considerable personal hardship. It has happraed 
diat persons disqualified for quitting a job were later again dis- 
qualified for refusing to accept that same job. 

Discharge for misconduct is a method of disciplining recalcitrant 
workers that is essential in any free economy. Yet the tendency has 
bera to broaden the concept to include misconduct not directly re- 
lated to the employment and where the off-job misconduct d|)es not 
aff^ performance on the job. I 

Not only has there been a tendency to disqualify more \mrkers 
for the same causes and even to increase the number of causm, but 
there has also been a strong tendency to extend the duration of the 
period for which the disqualification is imposed. In January of 
1940, 43 states provided t^t the period of disqualification should 
be one or more weeks. In 1944, only 38 states specified one or more 
weeks and 13 specified nine or more weeks. Only seven provided in 
1940 that the disqualification should extend for the duration of un- 
employment, and by January of 1944 the number had been increased 
to 13. And in diose states where there are specified limitations, say 
from three to 10 weeks, administrators have tended to apply the 
maximum or considerably more than the minimum. 

Furthermore, the tendency has increasingly been to deduct the 
weeks for which a worker is disqualified and the amount of benefits 
he would otherwise have received from the maximum number of 
weddy ben^ts and the maximum amount of annual benefits to 
Mhich he would otherwise have been entitled. In January of 1938, 
there were eight states which canceled or reduced the benefits of 
those who quit without good cause, were discharged for misconduct, 
or refused to acc^ apply for suitable work. The number had 
hicreased to 28 by January of 1944, and remained at that figure 
throu^ 1945, but was down to 24 by the end of June 1947. 

The primary cause for this trend toward ^verity and its justifica- 
tion was die critical man-power shortage existing at a time when 
dwre was a vital national need for more production and whmi em- 
pioyers had opportunities for profit limited primarily by .an inade- 
quate. supply of labor. The passage of that condition widi the ending 

the wvr aooounts for die trend toward liberalization of disquali- 
fieatimi provisifms which set in during 1945. 

Disqualfficatkiis should continue only for die period doting 
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which the original disqualifying act continues to be the basic cause 
of unemployment A worker, for example, who refuses to accept 
suitable employment may well be disqualified for as long as suitable 
employment is available. But if and when there is no longer any 
suitable employment which can be offered, die disquaMcation 
should end. 

For the fiscal year ending in 1952 the total number disqualified 
was reported as 1,160,736— slightly more than for 1950-1951 but 
about one-fifth less than the 1,432,751 for 1949-1950. The most im- 
portant class of those refused benefits was made up of persons “not 
able or not available” for work. There were as many as 496,427 of 
them, or 42.8 percent of the total number. “Voluntary quits” was the 
next most important cause, and this was the issue in 352,211 cases, 
or 30.3 percent of the total. Misconduct ranked third in importance; 
it accounted for 106,616, or 9.2 percent of the disqualifications. Last 
of the four major causes was refusal to accept suitable work; 92,732, 
or 8.0 percent, were disqualified for diis reason. Ihe rest were re- 
fused benefits for various minor reasons. 

Appeals. Whenever a worker filing a claim is denied benefits, 
he has the right of appeal. Table 38 gives percentage figures on ap- 
peals disposed of by lower appeal authorities, by source and out- 
come, for 1941-1947. 

Substantial numbers of cases have been decided by lower appeal 
bodies. The total reached an annual peak of 212,9^ in 1947 and 
then declined until 1950. For the fiscal year ending in June 1952 
there were 148,111 decisions. In terms of the number per 1000 initial 
determinations, there has been a marked and almost constant up- 
ward trend. The index rose from 9.2 in the last six months of 1941 
to a peak in 1944, and then after a brief decline resumed its upward 
trend, reaching 51.8 for the fiscal year ending in 1952. 

Nearly all of die cases reviewed have been appealed by employ- 
ees, about 90 percent until 1946, when the percentage chopped to 
84.3, reflecting a more aggressive attitude on the part of employers. 

A substantial proportion of claimant appeals have been mocU£ed 
in their favor, showing that in general it has paid to appeal; but 
there was a distinct downward trend during the war, whi^ was cme 
manifestation of increasing severity in the treatment, of unemployed 
workers. There was also during those years an increase in the per- 
centage of employer appeals not modified against die claimant’s in- 
terest 
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Taka 38. Uoemploymeiit Compeosation: Appeals Beviewed 
Lowa Appeal Aufliorities, by Source and Outcome, by Year, 

1941-1947 « 


Year 

Dispositions 
per 1000 
Initial 

Determinations 

Claimant Appeals 

Employer Appeals 

Percent 

of 

Total 

Percent 
Modified ' 

Claimant’s 

Favor 

Percent 

of 

Total 

Percent Not 
Modified 
Against 
Claimant’s 
Interest 

1941« 

9.2 

90.4 

46.3 

9.6 

58.31 

1942 

10.3 

89.4 

45.6 

10.6 

57. 8\ 

1943 

27.2 

93.6 

36.8 

6.4 

54.3 \ 

1944 

40.7 

93.2 

31.6 

6.8 

62.3 \ 

1945 

24.8 

88.3 

37.1 

11.7 

75.0 ■; 

1946 

26.8 

84.3 

33.4 

15.7 

61.3 ' 

1947 

35.3 

83.8 

29.7 

16.2 

32.0 


• Lut lix monthfl. 

The relative importance of di£Ferent issues involved in appeals 
varies considerably with the state of the labor market, as would be 
elected. Availability for work, whidi is not listed as a disqualify- 
ing factor but as a condition of eligibility, was die issue involved fa 
22.5 percent of local appeal cases in the last six months of 1941, but 
Increased steadily to 44.0 percent in 1945, and dien declined slightly, 
to 38.1 in 1946. Refusal of suitable work was the issue in only 7.6 
peromit in 1941, but increased to 21.6 percent in 1945, and then 
declined sharply to 11.3 in 1946. During the years of good employ- 
ment, workers were not quick to accept anydiing offered, although 
available jobs were abundant. To some extent, the large increases 
reflect Increasing severity in the administration of the acts during 
the war. For bodi of these the percentage was up slighdy in 1947, 
jto 42.2 and 11.7 respectively. 

iNonnaUy, quitting without good cause would be an issue of hi- 
^exeasiag importance in good times. But from 1941 to 1944 it de- 
.diaed from 21.6 to 16.6 percent, which is ej^lained by die War 
;hfanpower Ckimmission controls over movements, by Ugh wages, 
;imd in part by patriotic motives. It was up in 1945, to 19.0 and up 
;StiB more, to 22.8, in 1946, but dedined to 19.7 in 1947 despite a 
:feeord vdume dE employmmit. Labm di^tes as an issue varfed er- 

^ SockdSecufHy Heathooks, 
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&om 8.0 m 1941 to 9.7 in 1942, to '2.8 in 1943, dim up to 
8.8 in 1944, down to 5.0 in 194^, and up to 15.3 in 1946, dien down 
again to 11.7 in 1947. Strikes were not a serious problem during die 
war. 

Misconduct was the issue in 6.6 percent of the local appeals in 
1941, 3.9 in 1944, 7.1 in 1946, and 7.8 in 1947. Issues of coverage and 
wage credits, which also are not classed as disqualifying factors but 
as ccH^tions of eligibility, have declined to almost nothing because 
emphiyment has been full and earnings high. Coverage as an issue 
declined dom 12.7 percent of the total in 1941 to 0.7 in 1946, and 
wage credits from 11.7 to 0.7. 

A substantial number of appeals passed on by lower bodies tinder* 
go further review by higher appeal authorities. Table 39 shows die 
source and disposition of such cases for several years. 

Table 39. Unemployment Compensation: Appeals Reviewed by 
Higher Appeal Authorities, by Source and Outcome, by Year, 

1941-1947 18 





Cases Reviewed 



Dispositions 
per 100 
Cases from 
Lower 
Appeal 
Authorities 

Claimant Appeals 

Employer Appeals 

Year 

1 

Percent 

of 

Cases 

Reviewed 

Percent 

Modified 

in 

Claimant’s 

Favor 

Percent 

of 

Cases 

Reviewed 

Percent Not 
Modified 
Against 
Claimant’s 
' Interest 


• 

67.1 

27.5 

32.9 

72.4 

1942 

14.4 

68.3 

33.3 

31.7 

56.1 

1943 

19.3 

83.5 

26.0 

16.5 

67.3 

1944 

17.9 

89.2 

24.8 

10.8 

74.2 

1945 

12.9 

84.0 

24.1 

16.0 

76.0 

1946 

11.2 

87.6 

21.6 

12.4 

70.3 

1947 

14.3 

90.0 

22.5 

10.0 

58.0 


* Comparable data not available. 


The percentage of all cases reviewed by hi^er pippeal authwities 
whidi originated with claimants rose steadily from 67.1 in die lart 
6 months of 1941 to 89.2 in 1944. The year 1945 saw a substantia] 
decUpe, but in 1946 the percentage again increased, to 87.6. This 
Social Security Yeatbodkt. 
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trend no doubt resulted from the increasing severity of local author- 
ity determinations during the war, and the reduction in percentage 
from 1945 is the result of increased aggressiveness by employers 
interested in additional man power raAer than benefit savings. 
Claimants did not fare so well with higher authorities as th^ did 
with the lower, the percentage of claims modified in their favor be- 
ing considerably lower. However, the trend toward increasing 
severity was not as marked in the higher as it was in the lower 
bodies, the percentage of appeals modified in the workers behalf 
falling from 27.5 to only 21.6, as compared with a decline in local 
bodies from 46.3 to 33.4 in 1946. After the war, claimants appemed 
in larger proportions and were somewhat more successful in sei^r- 
ing favorable modifications and in preventing unfavorable modifica- 
tions on appeals by employers. 

Availability for work, wage credits, and refusal to accept suitable 
employment accounted for about the same proportions in higher as 
they did in lower appeals; labor disputes and misconduct were less 
important Voluntary leaving was appreciably less important in 
fairer appeals, and coverage was appreciably more important. 
This suggests that local appeal authorities have not shown much, 
if any, improvement in their handling of the more technical aspects 
of unemployment compensation. 

INTERSTATE CLAIMS 

One striking characteristic of the American economy is its large 
volume of migration. Because of defense and war activities, migra- 
tion for a few years exceeded all previous records. The United States 
Census Bureau estimated that in March of 1945 more than 15 million 
civilians were living in counties different from those in which they 
were living in December of 1941, and that half of these, or nearly six 
percent of the total population of the country, had moved to a differ- 
ent state. Reconversion made for additional movement, but a sur- 
prisingly large number of persons remained in their new locations.^^ 
Some workers live in one state and work in wodier. Thus many 
workers who accumulate benefit rights in one state are in some other 
state when they become unemployed and claim benefits. 

IT Bureau of the Census, Civilian Migration in the U.S., December 1941 to 
2845, Population— Special Reports, Series P-S No. 5, September 1945. Quoted 
in Social SecurUy Buttetin, January 1946, p. 3. 
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Claims Machinery. Machineiy has been established for han- 
dling interstate claims. Workers file claims in the state in which they 
are located, which acts merely as an agent. Claims filed in one state 
against others are forwarded to the liable state, which makes all the 
decisions. If allowed, the benefits as provided by the state against 
which the claims are made are then paid through the state in which 
the beneficiary is located. 

A seven-state experiment, designed to develop a better procedure, 
was inaugurated on January 1, 1946.^® The number of states par- 
ticipating had increased to 19 by the end of 1948. The agent state 
transmits the initial claim to the liable state, which makes the orig- 
inal determination of eligibility and benefit rights. The agent state 
pays the benefits, makes all subsequent determinations on eligibility 
and disqualifications, and is reimbursed by the liable state. 

Claims and Payments. A substantial number of interstate claims 
and payments were made during the years 1940-1942, while migrant 
workers were being fitted into the war economy. They then declined 
drastically until postwar reconversion took place. Table 40 gives 
summary data on interstate claims and payments. 

The volume of continued claims involving interstate payments has 


Table 40. Unemployment Compensation: Interstate Claims and 
Benefits, by Year, 1940-1947 



Weeks Compensated 

Benefits Paid 

Continued Claims 







Percent 

Year 

Number 

Percent 

Amount 

Percent 

Number 

of Total 


(Thou- 

sands) 

of Total 

(Thou- 

sands) 

ofaU 

Boiefits 

(Thou- 

sands) 

Continued 

Claims 

1940 

2,141 

4.2 

$24,219 

4.7 

.... 

.... 

1941 

1,803 

1,600 

6.6 

Maim 

mitTkkm 

6.1 

.... 

.... 

1942 

5.7 

6.0 

.... 

.... 

1943 

478 

8.0 

6,779 

8.5 ; 

778 

10.4 

1944 

293 

mam 

4,592 

7.3 

528 

9.6 

1945 




4.2 

2,279 

6,484 

7.4 

1946 

4,872 

8.1 

89,886 

8.2 

9.6 

1947 

2,168 

4.9 

38,987 

5.0 

3,115 

6.0 


Arkansas, California, Georgia, Louisiana, Minnesota, North Dakota, and 
Oklahoma. 

Social Security Yearbooks. 
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varied firom 6.0 to 10.4 percent of the. total. The percentage of total 
wedcs compensated has been lower than tihe percentage of con- 
tinued claims, and has varied considerably, from 4.2 in 1940 to 8.1 
in 1946. Weeks compensated and amounts paid since 1947 have 
generally followed the 1945-1947 pattern. 

Interstate activities are not uniformly distributed among the 
different states. Normally every state pays some benefits chargeable 
to other states. In small, industrial states in highly industrialized 
regions, workers move in substantial numbers across state lines. 
Many are domiciled in one state and are employed across i the 
border. Economic readjustments made after hostilities ceased! re- 
sulted in less industrialized states serving as agents for substan^ 
numbmrs of their citizens who had accumulated benefit rights tin 
other states. In 1946, for example, 74.7 percent of all continued 
daims in New Mexico were against other states; in Norffi Dakota 
it was 65.3, and in South Dakota 64.5. In Delaware it was only 3.3, 
and in New Jersey 3.6. 

It should be noted that interstate payments may be made to 
workers who have moved as many as two years before they receive 
boiefits. In any event, the provisions for paying interstate benefits 
constitute a decidedly important part of the American unemploy- 
ment compensation system. For they break down the economic 
artificiality of 51 separate and distinct systems in what is basically 
a single economic unit and eliminate one barrier to die freedom of 
movement as between our different states. 

All states except Kentucky and Oregon had, by June of 1945, 
amended their laws to permit wage combining with other states 
and the Federal government whereby wages and employment in 
diff^ent states can be combined for the purpose of determining 
benefit rights. But wage credits are combined only when a worker 
has sufBcient employment and wages in one state to qualify for 
bendSts in that state. In such cases, wage credits earned in other 
states may be counted to increase the total benefits received. Bene- 
fits so paid are not charged to employers’ accounts for rate making 
purposes, and do not therefore affect experience-rating status. Com- 
bining wage credits has to date been a relatively minor operatimu 

* FINANCING 

The “standard” rate of contribution is 2.7 percent of covered pay 
soD in all states except Michigan where it is 3 percent. “Penalty” 
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rates above 2.7 percent now esdst in only about one-fourth oi tte 
states. In all states there are some employers, usually small ones, 
who do not qualify for experience-rating and who therefore pay 
the standard rate. Furthermore, some rated accounts, approximately 
7.2 percent in 1945, pay at the standard rate on the basis of their 
experience. Thus a substantial number of employers pay die stand- 
ard rate. 

Experience Rating. In the early years of the movement, there 
was much debate about the desirability of ^qierience rating. Theo- 
retical honors probably went to those in opposition, but those favor- 
ing it have in practice carried the day. There were 17 states with 
experience rating in 1941, twice that many in 1942, and by 1948 it 
was in effect in all states. 

The percentage of active accounts in states with experience rating 
had reached 65.4 in 1946, indicating an increasing degree of sta- 
bility in employing firms. For 1947, the percentage dropped to 53.1, 
pardy because of an appreciable increase in the number of new 
employers and pardy because extended coverage in some states 
brought in existing employers who will not qualify for experience 
rating for several years. For 1947, the highest percentage of rated 
accounts, 63.5, was in manufacturing and the lowest, 37.9, was in 
contract construction, a highly seasonal industry. Service industries 
also had a low percentage of rated to active accounts, 46.1. 

The percentage of active accounts in states with experience rating 
which were given lower than standard rates increased steadily from 
54.9 in 1941 to 94.7 in 1946, as shown in Table 41. High wartime 
employment and the postwar boom were responsible. For 1947, 
however, there was a slight decline, to 93.8, reflecting the heavy 
benefit payments made in 1946 and 1947. There are marked differ- 
ences among industries. In 1947, finance, insurance, and real estate 
had 96.8 percent of rated accounts at less than standard. Contract 
construction was low, with 86.2, find mining ranked dose alongside 
it with 88.2. 

Experience rating has had a marked effect on the rates actually 
paid by employers and on the amount of taxes collected, as the data 
in Table 41 show. For all states combined, employers’ average con- 
tribution rates declined steadily from 2.58 percent in 1941 to 1.4 in 
1947, while for employers in experience-rating states the rate de- 
clined from 2.17 to 1.4. The figures on reductions in revraue given 
in Table 41 represent differences between actual payments made 
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and what would have been paid at “standard” rates, and the cumula- 
tive total of $3577 million by the end of 1947 is impressive. Some 
speak of this as a “loss” in revenue. So it is, in a sense, but of course 
it was intended to be that way. It does not follow that the “standard” 
rate would have remained unchanged throughout these good years 
had experience rating not been applied. Even with experience rat- 
ing, the system has generally been overfinanced. For the years 1949, 
1950, and 1951 the average employer contribution rate never 
reached 1.5 percent, and for the fiscal year ending in 1952 the av- 
erage rate was only 1.64 percent. j 

In every major industry, each rate bracket has some employers 
represented in it, but in each industry the bulk of the accounts^re 
in the lower brackets. For 1947, nearly 58 percent of all rated Ac- 
counts were in the 0.1-0.9 percent bracket. Two and one-tenth per- 
cent of the accounts paid nothing and slightly more than 6 percent 
paid 2.7 percent or more. Penalty rates were paid by less than 1 


Table 41. Unemployment Compensation: Tax Rates and Amounts 
Collected, by Year, 1941-1947 


TVpe of Data 

1941 

1942 

1943 

1944 

1945 

1940 

1947 

Average employer contribution rate (per- 
cent): 








AU states 

2.58 

2.17 

2.09 

1.80 

1.72 

1.42 

1.4 

Experience-rating states 

2.17 

1.81 

1.85 

1.59 

1.68 

1.38 

1.4 

Percent of rated accounts with reduced rates 

54.9 

67.4 

74.7 

84.5 

01.0 

94.7 

93.8 

Contributions collected, all states: 







$ 1060 

Amount (in millions) 

$1008 

$1139 

$1328 

$1317 

$1162 

$ 912 

Cumulative (in millions) 

4207 

5215 

6354 

7682 

8999 

9911 

10,971 

Percent of benefits to contributions 

34.2 

30.2 

6.0 

4.7 

38.4 

120.1 

73.5 

Reduction in revenue on account of experi- 
ence-rating: 







$821 

Amount (in millions) 

$54.0 

$269.0 

$401.0 

$561 

$654.6 

$799 

Cumulative (in millions) 

630.7 

684.8 

953.3 

1357 

1924 

2756 

3577 


percent of all rated accounts. Finance, insurance, and real estate had 
the highest percentages in the low brackets, with 2.6 percent of its 
accounts going scot-free and 68.8 paying from 0.1 to 0.9 percent. The 
service industries had only 1.8 percent paying no tax, and public 
utilities and contract construction each had 1.9 percent. The highest 
percentage paying 2.7 or more, 13.8, was in contract construction, 
and mining had 11.8 percent in those brackets. 

Changes in experience-rating formulas and differences in basic 
stat^ economic structures make it difiBcult to evaluate the relative 
eff^s of different types of formulas on rate distributions among em- 
Social Security Yearbooks; Social Security Bulletins, 
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ployers. The effects of different types of experience-rating plans on 
rates for 1946 are given in Table 42. Data for 1947 show marked re- 
ductions in the percent of active accounts rated under all formulas. 
The percentages rated below standard declined slightly in reserve- 
ratio and benefit-wage-ratio states and also where these two ratios 
are combined, but increased slightly in benefit-ratio states and in 
Connecticut, where the compensable-separations formula is used. 
There was no change for New York. All formulas result in below 
standard rates for extremely large percentages of eligible employers. 
New York’s pay-roll variation formula yielded below standard rates 
for practically every eligible employer, and the benefit-wage-ratio 
formula did almost as well. These rates were based on extremely 
favorable employment experience, and the results are just what they 
were intended to be and should not therefore be surprising. 


Table 42. Unemployment Compensation: Percentage Distribu- 
tion of Active Accoimts Eligible for Modified Rates, Rate Years 
Beginning in 1946, by Type of Plan 



Percent 
of all 

1 Active 
Accounts 
Rated 

Percentage Distribution by 
Employer Contribution Rate 

Type of Plan 

Rate 

Below 

Standard 

Standard 

Rate 

Rate 

Above 

Standard 

Total, 51 states 

65.4 

94.7 

4.3 

1.0 

Reserve-ratio 

69.1 

90.2 

9.0 

0.8 

Benefit-wage-ratio 

67.7 

98.7 

0.8 

0.5 

Benefit-ratio 

61.3 

91.2 

3.6 

5.4 

Combined reserve-ratio and 




0.0 

benefit-wage-ratio 

78.3 

89.6 

10.4 

Compensable-separations: 



3.9 

0.0 

Connecticut 

79.2 

96.1 

Pay-roll-variation : 




0.0 

New York 

74.7 

99.9 

0.1 


War Taxes. During the war, large numbers entered cov- 
ered employment for the first time and pay rolls increased sub- 
stantially. Potential benefit rights were being established by people 

« Social Security Bulletin, October 1947, p. 5. For 1947 distributions, see 
ibid., August 1948, pp. 4-13. 
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many of whom were certain to beconm unemployed after the war. 
There was some fear of this potential liability, especially of the 
possible efiFects on tax rates which would result from the payment of 
heavy benefits. There was also the realization that if higher taxes 
were levied on war production, employers could recoup Aose taxes 
by merely adding them as a part of their war-contract costs. There 
were in fact some instances in which Army and Navy representa- 
tives appeared in protest against proposed war risk taxes. 

Altogether 12 states imposed war risk contributions.^^ The rates 
were substituted for the ordinary rate on all or on a part of the sub- 
ject employer’s taxable pay roll except in Ohio where it was added 
to the normal rate. War risk contributions were collected at unifom 
rates from all employers in eight of the 12 states and on the basis pf 
die individual employer’s experience in the others. The taxes weie 
designed to continue only for the war period, and all but three states 
made specific provisions for their termination. They were levied on 
employers whose pay rolls exceeded a specified size, either absolute 
or in relation to experience-rating taxes or individual reserve ac- 
counts. Small employers were exempt from the tax in about half of 
the states. Some levied the tax on new employers, irrespective of 
pay roll. 

War risk contributions had a relatively light impact on a national 
scale, because only a few states imposed them. They increased the 
national average tax rate on employers from 2.04 to 2.09 percent in 
1943, from 1.79 to 1.92 in 1944, and from 1.41 to 1.42 in 1946. The 
effect on average rates in the war risk states was appreciably greater, 
and resulted in an increase from 1.59 to 1.86 in 1943, from 1.43 to 
1.90 in 1944, but only from 1.36 to 1.38 in 1946. They increased the 
unemployment revenues of the states levying them by $32.5 million, 
or 19 percent, in 1943, by $75.3 mfllion, or 33 percent, in 1944, by 
$67.8 million in 1945, and by only $8.0 million in 1946. Only in Wis- 
consin, however, was the yield enough to offset the lower rates re- 
sulting from normal experience-rating provisions.^^ 

It was thou^t at one time that experience with war risk contribu- 
tions mi^t well lead to permanent adoption of the idea of taxing 
large pay roll increases in order to offset unemployment benefit 

^ 22 Alabama,. Florida, Georgia, Illinois, Iowa, Kansas, Maryland, Minnescda. 
Missouri, Ohio, Oklahoma, and Wisconsin. 

^ SoekA Security BvBetin, May 1944, pp. 9-8; September 1946, pp. 9-15; 
August 1948, pp. 13-14. 
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rights therdsy incurred. But by 1948 only four states still had such 
provisions in their laws. 

Unemployment Trust Fund. All unemployment tax money col- 
lected by states must be deposited in die Federal Unemployment 
Trust Fund, where it is credited to the accounts of the states mak- 
ing die deposits. Funds are withdrawn to pay benefits as needed. 
The changing status of the Fund is shown in Table 43. 


Table 43. Status of State Accounts in the Unemployment Trust 
Fund, by Fiscal Year, 1936-1953 “ 

(In Thousands) 


Fiscal 

Year 

Deposits 

Interest 

Credited 

Balance 
at End of 
Period 

Ratio of 
Benefits 
Paid to 
Deposits 
and 

Interest 

1936-1937 

$ 291,703 

S 2,737 

$ 312,389 


1937-1938 

747,660 

15,172 

884,247 

23.5 

1938-1939 

811,251 

26,837 

1,280,539 

, 53.0 

1939-1940 

859,864 

37,524 

1,693,163 

53.8 

1940-1941 

892,023 

45,893 

2,093,736 

46.1 

1941-1942 

1,095,991 

61,998 

2,883,654 

31.9 

1942-1943 

1,217,686 

75,563 

4,002,570 

13.6 

1943-1944 

1,349,307 

88,526 

5,380,403 

4.5 

1944-1945 

1,256,003 

113,140 

6,679,108 

5.2 

1945-1946 

1,009,909 

130,373 

6,690,672 

95.6 

1946-1947 

1,005,273 

131,419 

7,009,547 

73.4 

1947-1948 

1,007,346 

147,076 

7,365,839 

65.6 

1948-1949 

984,031 

160,033 

7,282,730 

107.3 

1949-1950 

1,098,795 

149,046 

6,651,571 

150.6 

1950-1951 

1,362,629 

147,662 

7,313,592 

56.8 

1951-1952 

1,438,987 

167,441 

7,919,742 

62.3 

1952-1953 

1,371,105 

184,242 

8,562,537 

58.7 


Each fiscal year through 1943-1944 saw an increase in the amount 
collected in taxes, with a peak of $1349.3 million being reached hi 
the fiscal year ending 1944, and that despite the lowered rates made 
possible by experience-rating operations which began in 1941. 
Thereafter a decline set in, owing first to war production cutbacks 
and later to reconversion and to lower tax rates. Interest payments 
** Socid Security Yearboola and Social Security Bulletins. 
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have increased steadily, rising from $2.7 million in 1936-1937 to 
$184 million in 1952-1953. In the fiscal year 1952-1953, the interest 
received from investments amounted to approximately 14 percent 
of die amount collected in taxes. The total amount of interest re- 
ceived in the 17 years ending 1952-1953 was $1684.9 million. The 
ratio of benefits paid to deposits and interest declined drastically 
after 1939-1940, reaching the almost incredible figure of 4.5 in 
1943-1944. The year 1945-1946 marked a turning point, die ratio 
reaching a peak of 150.6 for the recession year of 1949-1950, after 
which came more “normal” rates. j 

The total reserve of $7.4 billion available at the end of June ^8 
was truly impressive. For the country as a whole it amountedito 
above 10 percent of covered annual wages. It amounted to almost 
three times the total amount of benefits paid by all states since the 
inception of their systems. It was also enough to pay $20 per week 
for 20 weeks to about 17 million workers. It was estimated that 
benefits for maximum durations could be paid out of available funds 
for one year to about two-thirds of all workers in covered employ- 
ment As of June 30, 1948, the ratio of total benefits paid to total 
contributions received was 42.9. 

Not only was the total reserve impressive, but every state had a 
reserve adequate to meet any immediately foreseeable need. As of 
June 30, 1948, all but five states had reserves at least as large as the 
total amount of benefits they had paid since the inception of their 
programs, and nearly half of them had at least twice as much. 

But the reserves of different states did not bear any close rela- 
tionship to their respective potential benefit liabilities. Two indus- 
trial states, Massachusetts and Michigan, each with about 4.7 per- 
cent of all workers in (X>vered employment, had at the end of 
June 1948 the highest ratio of benefits to contributions, namely 63.0 
and 62.6 respectively. At the other extreme was Hawaii, whose ratio 
(}f total benefits to total contributions was 9.2. It was estimated that 
Hawaii could pay out of its reserves benefits for the maximum dura- 
tion to all workers m its covered industries fox. two years, but that 
Michigan could pay the maximum to less than 40 percent of its 
workers. 

; The situation became less favorable after 1948, because of the re- 
c^ion that followed. Even so, as of January 1, 1952, the funds avail- 
able for benefits amounted to 8.6 percent of 1951 taxable wages. It 
was estimated that 44 percent of all covered workers could be paid 



STATE UNEMPLOYMENT COMPENSATION: OPERATIONS 307 


for maxiiniim durations out of funds then available in the reserve. 
Assuming a uniform duration of 26 weeks and a weekly ben^ 
amount consisting of one-twentieth of high-quarter earnings with a 
maximum of $30 and a minimum of $5, the reserve, if it had been 
pooled, would have carried 35.7 percent of covered workers. Some 
states were not so well off. The ratio of funds available to 1951 tax- 
able wages varied from 3.7 in Rhode Island to 13.1 in Kentucky. 
The average employer contribution rate in four states was 2.7 per- 
cent of taxable payroll, the lowest being 0.42 percent. 

The recession which began in 1953 resulted in a further drain on 
reserves. Some states, heavily industrialized, were hit fairly hard. 
There has been some discussion of a “reinsurance” system for the 
benefit of distressed states. Should it become necessary, states may 
now borrow from the Federal account established in die Trust Fund 
for that purpose. 



CHAPTER THIRTEEN 


RAILROAD UNEMPLOYMENT 
INSURANCE 


Inixbstate transportation is an industry that presents many special 
pnblems, some of them technical and others personal. For dpe 
thing, it involves considerable movement of employees across state 
lines, much more so dian in most other industries. Fully as importazit, 
however, is the feeling among the more highly skilled workers and 
their unions that they should be treated as a imit in matters relating 
to social insurance. As a result, a separate unemployment insurance 
system has been established for the industry. 


THE BACKGROUND 

The movement for an unemployment compensation plan for work- 
ers in interstate commerce dates back before the Social Security Act 
was passed. The Railway Labor Executives’ Association, an organiza- 
tion of the principal officers of most of the major standard railroad 
unions, adopted a proposal in 1933 for a system of unemployment 
reserves. In his annual report for 1934, the Federal Coordinator of 
Transportation recommended the establishment of such a system and 
the recommendation was later concurred in by the Interstate Com- 
merce Commission. The Committee on Economic Security recog- 
nized the special conditions of the railroad and maritime industries 
and in 1935 recommended a separate nationally administered sys- 
tem for those two industries. 

However, no such plan was adopted. Interstate transportation was 
induded among the employments subject to the Federal Unem- 
pl<^ment Tax, and states were permitted to include it under their 
acts. They did so, but anticipating subsequent Federal action, most 
states spedficalty provided for releasing workers later covered by 
a natio^ act 
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Since many railroad workers perform services in several diffexeait 
states, tire problem of localizing their benefit rights within a given 
state was rather difficult. To avoid conflicts of jurisdiction, compli* 
cated legal provisions were necessarily inserted in state laws. Cov- 
ered employment, for example, was defined as including interstate 
commerce: (1) if performed entirely witiiin the state; or (2) if per- 
formed partly within and partly without the state if the outside serv- 
ice was incidental to the individual’s inside service, sudb as in 
temporary, transitory or isolated transactions; or (3) if the outside 
service was not incidental, it was none the less included if (a) tiie 
base of operations, or place from which the service was directed or 
controlled, was in the state, or (b) if the base was not in the state, 
the service was included if tiie base was not in any state in which 
some part of the service was performed, and the individual’s resi- 
dence was in this state; or (4) if the interstate services were per- 
formed within the state but not covered by the above provisions 
they were included if not subject to the act of any other state or of 
the Federal government; and finally (5) service entirely outside 
the state was included if not covered by any other state or Federal 
act if the individual performing the work was a resident of the state 
and if the compensation authority approved the employer’s request 
that the employee’s services be covered by this ^te’s act. 

The complexities involved in the coverage of interstate transporta- 
tion workers by states were considered so great, and the advantages 
of an independent system appeared to be so attractive, that the 
movement for a national law gained strength. In March of 1936, 
the Federal Coordinator of Transportation published a detailed 
plan, including a draft bill. But the bill was not altogether satis- 
factory to the railroad unions, which proceeded to appoint a com- 
mittee to study the problem and draft a law easily understood by 
the workers and simple to administer. A bill was prepared, but the 
railroad management would not accept all of its provisions. The 
Bailway Labor Executives’ Association decided to sponsor tire bill 
independentiy. There was some opposition, partly based on fear 
tiiat an independent act would be entering wedge for a com- 
plete Ttfltinnnl system, and partly because unemployment was con- 
sidered to be lower in interstate transportation Aan in general and 
removing it from state acts might adversely affect state funds, espe- 
daH^ in a few states edrere interstate transportation bulked 
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lively large. But Ae bill was passed by Congress without a single 
dissenting vote. 

The bfll was signed by the President on June 25, 1938. Benefits 
became payable on July 1, 1939. Amendments were subsequently 
made whi(h simplified administration, made the act more easily 
understood by workers, and modified the benefit structure some- 
what. Provision was made for transferring to the new system the 
benefit rights which had been accumulated under state acts. Taxes 
paid to the states by the railroads and others subject to the new act, 
minus any benefits paid to railroad workers, plus accrued interest 
were transferred to the new administration. The Act is known as 
the Railroad Unemployment Insurance Act. Its principal provisions 
are described below. A brief summary of operations will also he 
given. 

COVERAGE 

The Act has the same coverage as the Railroad Retirement Act, 
as described in some detail in Chapter 6. Briefly, it covers as em- 
ployers, carriers and their associations, their owned or controlled 
aflSiiates, express and sleeping-car companies, tra£5c associations, 
etc., and standard railroad unions and their various agencies, includ- 
ing local lodges, divisions, and conunittees. Still more briefly, it 
covers die railroad transportation industry. An employer may be 
covered only with respect to a part of his operations, such as ware- 
housing and freight handling departments. It includes as employees 
aU those in the employ of a covered carrier, officers as well as otWs, 
except those engaged in coal mining operations in railroad “captive” 
mines. Included also are the officers and employees of railroad labor 
organizations, and their subdivisions, which are national in scope 
and organized in accordance with the provisions of the Railway La- 
bor Act, and all or substantially all of whose members are employed 
by covered carriers.^ 

1 Also included are "employee representatives” who are officers or official 
representatives of railway labor imions not classed as mployers tmder the Act 
if they are employees of a carrier and remesent their membership in dealing with 
die carrier. Any individual who regularly assists an “employee representative” is 
considered to m an employee. 
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BENEFITS 

The benefit structure of the railroad unemployment insurance sys- 
tem is appreciably simpler than that found in most state acts, llie 
benefit rate is a daily one, contrasted with the weekly rates of state 
systems. The daily rate is made to depend upon die total amount of 
compensation received by the individual worker in the base year. 
One effect of using the daily rate is to eliminate altogether the prob- 
lem of special provisions for compensating partial unemployment 

The Rate Structure. Individual rates depend upon compensa- 
tion received in covered employment in the base year. But they vary 
with wage classes rather than widi the exact earnings of individuals. 
Below are shown the various rates and their corresponding wage 
classes. In computing the total base-year compensation, amounts re- 


Base-Year 

Daily 

Ben^t 

Compensation 

Rate 

$ 400 to $ 499.99 

$3.50 

500 to 749.99 

4.00 

750 to 999.99 

4.50 

1000 to 1299.99 

5.00 

1300 to 1599.99 

5.50 

1600 to 1999.99 

6.00 

2000 to 2499.99 

6.50 

2500 to 2999.99 

7.00 

3000 to 3499.99 

7.50 

3500 to 3999.99 

8.00 

4000 and over 

8.50 


ceived in excess of $350 per month are not counted. The pay re- 
ceived by local union officials, which is relatively insignificant in 
amount, is not counted as compensation, but any other amounts 
received in covered employment are counted, including amounts 
paid for time lost when paid for an identifiable period. Some em- 
ployers pay workers for time lost on account of industrial injuries. 
When payment is made for industrial injuries, the employer must 
indicate the amount diat is intended for factors other than time lost, 
otherwise it will all be considered payment for time lost Those 
workers who are not paid $400 in covered employment in their base 
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year may count remuneration received in en^loyment covered by 
state unemployment compensation acts if there are reciprocal agree- 
ments between the Board and the states. 

Registration Periods. There is no such thing as a waiting period 
in the railroad system comparable to what is found in the state acts, 
and the term is no longer induded in die amended act. A registra- 
tion period consists of 14 consecutive days, beginning with the first 
day for which a worker registers himself as unemployed and ending 
wiA the 13th day thereafter, or ending with the day immediatdy 
preceding the day for whidi he next registers at a different employ- 
ment office, whichever is the earlier.^ \ 

The alternative definition of a registration period is designer to 
meet the needs of workers whose change of employment reailtsW 
their transferring from the jurisdiction of one (^ims agent to ffilat 
of another, and who are required to begin a new registration period 
with every transfer. 

A distinction is made between the first and all subsequent regis- 
tration periods in any benefit year. In the first period in any benefit 
yoar, which runs from July 1 through June 30, benefits are payable 
only for days of unemployment in excess of seven, and in subsequent 
periods for days in excess of four. Thus it would be possible for a 
worker to be unemployed for a total of 156 days and still not draw 
any benefits, but such an event is highly improbable. 

Certain railroad employment practices account in part for the 
practice of compensating only days in excess of four in any registra- 
tion period except the first, but the major object of this provision is 
to avoid the payment of benefits to any worker who has received 
approximately ^ percent of his normal semimonthly wage. 

Siqipose, for example, that a worker initiates a registration period 
on July 1, and assume that the registration period is July 1-14. Let 
July 1-7 be days of imemployment, and assume that the worker is 
employed July 8-14. No benefits are payable in this period, since 
this is his first registration in the benefit year and there were only 
seven days of unmnployment. Before a worker is eligible for benefit^ 
there most be a registration period in which he has beoi unem- 
pl(^ed for at least seven days, and this requirement will have been 

‘The woiker roisters for die first day of unemployment This he may dO 
on die day of imempkiyment or cm any of the following ds^ up to and incdud- 
ii^ die fourdi business day thereafter. Saturdays, Sundays, and holidays are not 
joooddered as business da^ 
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met in our example. Sundays and holidays are not counted as days 
of unemployment unless the worker is also registered as unm- 
ployed .on the day before and, excepting at the end of a registration 
period, on the following day as well. A worker who has not already 
established a first valid registration period and who changes his 
place of registration may experience more than seven days of im- 
compensated unemployment in a fourteen-consecutive-day period. 

Duration of Benefits. The duration of benefits is not variable, 
as is true in so many of the state acts, but it is uniform. Any person 
qualifying for benefits may receive them for a maximum of 130 days 
in the benefit year. The absolute maximum amount that any one 
individual could receive in one benefit year is $1105, and only die 
most highly paid could receive that much. Thus it is theoretically 
possible for benefits to cover about six months of continuous unem- 
ployment, counting seven days of noncompensable unemployment 
in the first registration period and four noncompensable days in 
each subsequent registration period in the benefit year. 

Benefit rates are proportionally higher for low-paid than for other 
workers. This, and the uniform duration of benefits, was provided 
partly because seniority practices in railroad employment result in 
relatively more unemployment among the low-paid and short-serv- 
ice workers. The lowest paid workers are also favored by another 
provision. If the schedule rate is below 50 percent of the employee's 
regular rate of pay in his last railway job during the base year, his 
benefit rate is raised to 50 percent of the pay, but not above $8.50. 
There will be few benefit rates below $6.00. But the total amount 
of benefits any worker can receive in a benefit year may not exceed 
his base-year compensation. Because of this limitation, workers 
whose schedule rates are raised may well receive benefits for less 
than the maximum of 130 days. 

The benefit year is uniform for all employees, and is the fiscal 
year July 1-June 30, Actually the benefit year begins uniformly on 
July 1, but ends on the last day of any registration period begun in 
June if that date is later than June 30. This simplifies administration. 
The benefits paid for such days of unemployment in July are con- 
sidered as having been paid in the old rather than in the new bendBt 
year. The base year is also uniform and consists simply of the calen- 
dar year preceding the beginning of the benefit year. 

The benefits provided by the railroad system are more favorable 
dian those provided by most state acts. The rates, especially for 
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well-paid workers, and the duration of benefits are decidedly better 
than the average. The lowest maximum benefit payable in a year to 
an eligible worker is $455, which is more than the miniramn in 
most states. Tbe maximum benefit, which is payable only to die 
highest-paid workers, is $1105, which again exceeds the maximum 
usually payable under state acts. No doubt the existence of power- 
ful labor organizations in the railroad industry accounts for the rela- 
tively high benefits provided by the act. 

Yet in some respects the system is less favorable than most state 
systems. A worker entering covered railroad employment on Janu- 
ary 1 will not become eligible for benefits until July of the folloi^g 
year. The year in which this particular worker enters employment 
wiU be his base year. His benefit year will not begin until July\of 
the following year. A low-paid worker entering employment late |n 
a calendar year may not earn the minimum of $400 required to 
qualify, and may not therefore become eligible for benefits for more 
dian 18 months. There are probably not many such cases. 

Eligibility for Benefits. In order to qualify for benefits, it is 
necessary that a worker have received during his base year at least 
$400 for service in covered employment. This is true even though a 
worker may not have drawn die maximum amount of benefits to 
which he was entided in the preceding benefit year. The right to 
benefits, in other words, must be established anew every year. 

This simple eligibility requirement, together with the wage-class 
system, gready simplifies the administration of the act by making it 
possible to predetermine benefit rights and decentralize claims ad- 
ministration. To qualify for any given daily ben^t rate, it is only 
necessary that the worker’s wages fall within the corresponding 
base-year compensation class. 

In order to receive benefits, it is necessary that one be unem- 
ployed, able and willing to work and available for work. He must 
not be receiving pay for the time lost. Any worker unemployed at 
his regular job will not be considered employed if he receives not 
more than an average of one dollar a day for -work in noncovered 
occmpations, and if that work requires substantially less than full 
time and can be performed without interfering with the holding 
of a normal full-time job in some regular covered occupation. These 
Minfa gs are called “subsidiary remuneration,” and to be considered 
as sucdr must be directly traceable, or “ascertainable,” to a particular 
day or particular days. Thus earnings of farmers and merchants 
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cannot usually be definitely identified with any particular day or 
days. If such earnings cannot be so identified, th^ are not consid- 
ered “subsidiary remuneration” and hence do not in themselves dis- 
qualify one for benefits, no matter how large the earnings. However, 
such earnings may raise the presumption that die individual is 
not ready and willing to work, and benefits may be denied him un- 
less he can convince the Board that he is available for work. 

A person is considered willing to work if he makes reasonable 
efforts to find a job, by advertising or in other ways; if he is in a 
position to receive notice of an available job; and if his situation 
does not prevent him from accepting a job. If, for example, a worker 
loses his job, makes reasonable efforts to find a new one, then goes 
to work on a small farm which he owns where he can easily be 
reached and which he can and will turn over to others, say to a 
brother, if a job opens up, he probably will be considered available 
for work. A person is able to work when he can perform regularly 
and in the customary manner the duties of any regular or gainf^ 
employment. A worker who is unfit for one type of work, say heavy 
lifting because of heart trouble, but who can do something else, is 
considered able to work. Finally, a worker must be willing to work, 
if the job offered is a suitable one. A worker who is referred to a job 
but who fails to get it because he deliberately puts himself in an 
unfavorable light would not be considered willing to work. 

Disqualifications. As in all unemployment compensation acts, 
workers under certain circumstances are disqualified from receiving 
benefits. If a worker quits his job, then for a period of thirty days 
he is not considered to be unemployed, unless the Board finds that 
he quit with good cause. After diat period of time has elapsed, he 
may qualify for and receive benefits. 

There is also a 30-day disqualification for unemployed workers 
who without good cause refuse to accept suitable work offered them, 
or who fail to apply for a job to which they are referred by the 
Board, or who fail to report to an employment ofiBce if so directed 
by the Board. An unemployed switchman who was offered a similar 
job and refused it, on the ground that the work was hazardous, was 
denied benefits because the normal risks involved in an occupation 
do not render that occupation unsuitable for one who has had ex- 
perience in it and is not otherwise handicapped. But a worker who 
remains unemployed because he refuses to “biunp” someone with 
lower seniority rights, is not disqualified for benefits, because it has 
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been beld that the right to "btimp’' does not ooxistitute an ol^ of 
employment Nor is an actra man disqualified who refuses a full- 
time job in another type of work where his earnings would be less 
than he can reasonably expect to earn as an extra in his present 
skill. 

As in other uneniployment compensation acts, no job is considered 
to be suitable if it is vacant due directly to a strike, lockout or odier 
labor dispute; if the wages, hours, or conditions of employment are 
substantially less favorable than the tmion rate, if there is one; for 
similar work in die locality; if employment involves joining a oom- 
pany union or requires the worker to resign from or refrain ^m 
joining a bona fide union; if the work involves violation of law or 
the reasonable requirements of the rules or regulations of his unmn 
and would therefore subject him to expulsion from his union; or if 
accepting the job would subject him to loss of substantial seniority 
ri^ts acquired under a collective agreement between an approved 
railway labor imion and any other employer. 

Workers on strike are disqualified for benefits if the strike is in 
violation of the Railway Labor Act or in violation of the established 
ixdes and practices of a bona fide union to whidi they belong. If 
die strike is not in violation of that act or of those rules, the workm:s 
are not disqualified by it and may draw benefits. Workers unem- 
plc^ed because of a strike but who are not participating in or 
financing or direcdy interested in it, and who do not belong to a 
grade or class of workers employed in the strike-bound establish- 
ment are not disqualified from receiving benefits. The payment of 
regular union dues is not considered as helping to finance a strike. 

For making or aiding in the making of false or fraudulent state- 
ments or claims for the purpose of causing benefits to be paid, a 
worker is disqualified for 75 days, as well as subject to criminal 
penalties. Seventy-five-day disqualifications for fraudulent registra- 
tion have been imposed in a considerable number of cases, but 
comparatively few such cases have been recommended to tiie At- 
torney General for prosecution. In the fiscal~year 1941-1942, for 
example, only 15 fraud cases were reconunended to the Attorn^ 
General for prosecution. 

Any worker receiving annuity payments or pensions under the 
Railroad Retirement Act or the Federal Old-Age and Survivors In- 
curanoe system, or unemployment compensation, maternity, or sidc- 
-w ess beasts under any state or Fedend act is disqualified for the 
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period during which he reoeivee those paym^its. However, if such 
benefits are less than the railroad unemployment benefit, the latter 
is merely reduced by the amount of the former. 

A worker who quits in anticipation of otherwise being disdiarged 
is held not to have voluntarily left his job, unless it appears that he 
really did not have reasonable grounds for believing that he was 
about to be discharged. 

A special disqualification exists for one naajor class of workers. 
Employees in the train-and-engine service, including hosding and 
switching in a yard or on the road, dining-car, sleeping-car service, 
parlor-car and other Pullnian-(»r or similar service, and express 
service on trains, are limited by labor agreements and established 
practice in the amount of work they may do in any one month. Em- 
ployees who perform their maximum amount of work during 14 or 
15 consecutive days would be idle during the next period. If th^ 
are paid benefits for that idleness, they would in effect be granted 
a special favor by the Unemployment Insurance Act. 

F^or these workers there is a special disqualification. They are not 
entitled to benefits during any registration period in which earnings 
equal at least 20 times their daily benefit rate. Nor will they be 
eligible for benefits during the second half of any 28-day period 
in which their total earnings equal at least 40 times the daily benefit 
rate. Twenty times the daily benefit amount is estimated to equal 
eight times the daily wage for these workers, and the disqualifica- 
tion thus puts them on the same basis as other workers in so far as 
benefits are cnncemed. 

Qaims. The claims part of the benefit machinery is geared to 
railroad facilities. The use of railroad focilities rather than public 
employment offices for handling claims was decided upon in cooper- 
ation with employer and employee organizations because railroad 
facilities parallel the distribution of covered employees, are equipped 
for the task, and are familiar to employees. 

Certain railroad workers, as a rule supervisors and foremen from 
whom works's usually receive their pay checks, are designated as 
unemployment claims agents. These agents are not employees of the 
Railroad Retirement Board which administers the act, but tb^ are 
employees of and paid by the railroads. They accept registration and 
claim forms from unemployed workers. When because of the abaii}- 
donment of railway facffities there is no employee of that kind in a 
community, leading citizens such as school princ^M^ and ministry 
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are employed, without regard to Civil Service regulations. They are 
known as Special Claims Agents and are paid 50 cents a daim, the 
same rate diat is paid to railroads. 

The employers of claims agents are paid by the Board at the rate 
of 50 cents per claim, which is less than it would cost to have full- 
time claims takers on the Board’s pay roll, and the amount, accord- 
ing to the findings of the Board, does not exceed the additional cost 
incurred by the employers. It may be added that claims agents who 
are employees of covered firms receive no extra pay for performing 
diis service. Claims takers, because recalls of unemployed workers 
are usually made throu^ them as supervisors, are in a good msi- 
tion to know whether an individual is ill or working elsewhere ud 
therefore not entitled to benefits. \ 

Above the claims agents are countersigning agents, whose occu- 
pational rank is also superior to that of the claims agent. The counter- 
signing agent’s main task is to assemble claims from the claims 
agents, examine them for completeness and consistency, and trans- 
mit them to the regional office. 

Each covered employer distributes annually to each worker a 
“certificate of service months and wages,” prepared by the Board in 
its Chicago headquarters’ office, which lists the employee’s wages 
earned by months for the base year and the total since January 1937, 
the latter being for use in connection with retirement annuities. 
This certificate also shows whether the worker has earned the $400 
in his base year necessary to qualify for benefits, and it carries a 
statement which explains to the worker how he can compute his 
daily benefit amount. 

The tmemployed worker makes his claim for benefits on a regis- 
tration and claim form. Usually the certificate of service months 
and wages is attached to the application for benefits when it is sent 
in to the regional office, the worker indicating on the application 
whether he will accept the regional office’s determination of his 
wages. If he does not accept that determination, he is asked to fill 
out a special form and the ^ard will then red^ck its records. 

There is in the Chicago office a base-year register of all covered 
workers, and when the certificate of service months and wages is 
not attached to the claim for benefits, the regional office requests 
from die central office a statement of wages earned in the base year. 
In routine cases, benefit rights are determined on the basis of the 
certificate of service months and wages; in others after an investiga* 
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tion. When the worker applies for unemployment insurance benefits, 
he is given information concerning his ri^ts and responsibilities, 
and also concerning what he must certify to in order to qualify for 
benefits, i.e., that he is unemployed, able and willing to work and 
available for work, that he knows of the penalties and disqualifica- 
tions, and that he is not disqualified. The claims agent renders such 
assistance as may be needed in filling out the forms. 

The registration and claim form is kept by the claims agent and 
the unemployed worker must later appear before him as instructed 
in order to register additional days of unemployment Registered 
workers are required to report in writing whenever a condition ex- 
ists that disqualifies them for benefits on a day for whidb they are 
registered as unemployed. 

At the end of a registration period, the registration and claim form 
goes to the countersigning agent. In sending the claim to the counter- 
signing agent, the claims agent certifies that to the best of his 
knowledge and belief the statements of the claimant are correct. 
The countersigning agent certifies that the form was signed by an 
authorized claims agent and transmits the form to the regional 
office. Agents may not deny registration facilities to any employee, 
and they may not attempt to adjudicate any claim. 

The regional office certifies the claim for payment to the dis- 
bursing office of the Treasury, which with one exception is located 
in the same city as the regional office. There the claimant’s check 
is made out and mailed to him. If the claim is disallowed by the 
regional office, appeal may be taken. 

Appeals. Any worker whose claim for benefits is denied in 
whole or in part may appeal. The Board reviews the determination 
and may designate one of its officers or employees to take evidence 
and make a report and recommendation. If requested by a properly 
interested party, the Board may hold a hearing, and it may do so 
on its own motion. The decisions of the Board are final and bind- 
ing, subject only to review on matters of law. The Board may estab- 
lish intermediate reviewing bodies if it sees fit to do so, and may 
permit appeals from them to itself. 

In all proceedings before the Board or its subordinate bodies in- 
volving claims for benefits, foe ordinary rules of evidence used in 
courts need not be followed. But full and complete records of pro- 
ceedings and testimony must be kept, and the Board’s dedsions. 
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togedier with its findings and conclusions of law, must be sent to die 
daimant within 15 days after final determination. 

Veiy few appeals are taken, which indicates that the Act is bodi 
simple to understand and well administered. In 1941-1942, for ex- 
amine, only two cases were appealed, one involving the question of 
availability for work and the other, later widuhawn, voluntary 
quitting. 

Findings of feet or conclusions of law made by the Board in 
cases involving benefits or refunds and in drawing on funds to .pay 
benefits or refunds are not reviewable by any administrative 0]| ac- 
counting officer, employee, or agent of the United States, induj^g 
the Comptroller General. \ 

Any claimant, or his union on his behalf if it is organized in Ac- 
cordance with the provisions of the Railway Labor Act, may, after 
dl administrative remedies provided under the Act have been 
exhausted, appeal to the United States Circuit Court of Appeals for 
the circuit in which he resides, or to the United States Circuit Court 
of Appeals for the District of Columbia. The Board must then certify 
and file vnth the Court a transcript of the record upon which ife 
findings and decision were based. But the findings of the Board, if 
supported by evidence and in the absence of fraud, are binding 
upon the Court. 

The Court has power to affirm, modify, or reverse the Board’s de- 
cision. The Court cannot itself take additional evidence, but it may 
remand the cause to the Board for a rehearing and order the Board 
to take additional evidence, and the Board may, after having taken 
such additional evidence, modify its findings of fact and conclusions. 
The decision of the Court is subject to review as in equity cases. 

, Court costs, including the cost of service and printing records, are 
not assessed against the claimant who appeals from a Board de- 
cision, except that the costs may be assessed if the Court finds fttat 
the appeal was instituted or continued without reasonable grounds. 
Claimants may be represented by counsel or odier duly authorized 
agent in any proceedings before the Board or Jts representatives or 
a Court. 

Employers have no right to appeal to the Courts any of the Board s 
decisions on benefits, despite the fact that only employers contribute 
to the fund from wldch benefits are paid. An employer may appeal 
the Board’s decision that it is covered by die Act. 
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CONTRIBUTIONS 

Tax Rates. Until July 1, 1954, employers were required to pay 
3 percent on the wages of their employees, but not on wages in ex- 
cess of $300. Begiiming July 1, 1954, the base was raised to $350. But 
because employment and wages were for years extremely favorable, 
: benefits paid out were low and the amount in reserve became huge. 
At the end of January 1949, the reserve was $938.0 million. 

Beginning January 1, 1948, the accompanying schedule of rates 
became effective: 


If the Balance on The Rate for the 

September 30 Is: Following Year Is: 


$450,000,000 or more 
$400,000,000 but less than $450,000,000 
^50,000,000 but less than $400,000,000 
$300,000,000 but less than $350,000,000 
$250,000,000 but less than $300,000,000 
Less than $250,000,000 


0.5 percent 

1.0 percent 

1.5 percent 

2.0 percent 

2.5 percent 

3.0 percent 


If a worker is employed by two or more employers, only a total 
of $350 per month is taxable, each employer paying his proportion- 
ate share. However, many workers earn small sums worl^g for 
their unioits or on joint committees and although those sums are 
taxable, the cost of discovering and prorating total taxes is so great 
diat most railroads refuse to undertake the task. The result is that 
taxes slightly exceed the rate applied. Total wages taxable, it will be 
noted, are more than the $3000 maximum prevailing under state acts. 
Employers may not shift the tax to their employees, and workers do 
not contribute to the cost. 

The money is generally collected quarterly, and by the Bailn>ad 
Retirement ^ard rather than by the Bureau of Internal Revenue, 
and all but a specified portion of it goes to the Railroad Unemploy- 
ment Insurance Account in the Federal Unemployment Trust Fund 
and is used to pay benefits and refunds. Payment is made by the 
Secretary of the Treasury in the amounts and to the persons certified 
to him by die Board and prior to audit by the General Accounting 
Ofiice. If the Board so requests, die Secretary must send the diecks 
to die Board for distribution by it throu^ employment offices or 
in other ways. 



322 


AMERICAN SOCIAL INSURANCE 


Two-tenths of 1 percent of taxable pay roll goes to the Railroad 
Unemployment Insurance Administration Fund, and is used for 
paying administrative expenses. This amount is permanently appro- 
priated to the Board, and it is continuously available without further 
appropriation, which is not the case with the three-tenths of 1 per- 
cent of taxable pay roll collected for the state systems. The Board 
is not required to submit estimates to the Bureau of the Budget or 
to request appropriations of Congress. Until January 1, 1948, a sum 
equal to three-tenths of 1 percent of taxable pay roll was available 
for administration. 

At the end of the fiscal year, the Board must transfer froni the 
Administration Fund to the Insurance Account any amount on mnd 
in excess of $6 million. Substantial sums were so transferred bei^ore 
the amount allowed for administration was reduced. Money 'de- 
posited in the Unemployment Trust Fund Account and not used for 
current benefit payments is invested in United States government 
bonds. The sums collected from carriers while they were under the 
different state acts, plus interest, less benefits paid to railroad work- 
ers by states, have been transferred from the state accounts in the 
Unemployment Trust Fund to the Railroad Unemployment Insur- 
ance Account in that Fund. 

The new rate schedule appears to provide an ample margin of 
safety. Employment could drop substantially below the average 
annual number during die worst years of the Great Depression and 
continue at that rate for four or five years without seriously endan- 
gering the reserve account. With a tax rate of 0.5 percent, and with 
benefits and expenditures continuing as of the beginning of 1948, 
it would take 20 years to reduce the reserve to $350 million. It ap- 
pears diat for many years to come the tax rate will not need to 
exceed 0.5 percent. 

Type of Fund. In describing state acts, it was pointed out that 
three types of funds exist; the pure pool, the pool with experience 
rating, and the employer reserve with supplemental pool. The Rail- 
road Unemployment Insurance system is of file pure-pool type. All 
employers pay at exactly the same rate, irrespective of the relative 
volume of their individual unemployment. All funds go into one 
account for die entire industry, and are intermingled and undivided. 
And benefits are paid from this fund to employees irrespective of 
how much was contributed by their individual employers. There is 
no provision for rating employers in accordance with the volume of 
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their unemployment and for permitting those with more stable em- 
ployment to pay less. Rate variations are now possible, depending 
upon the size of the reserve, but all employers pay at the same rate. 

Experience rating was not attempted for several reasons.'* One 
reason is that those sponsoring the law did not believe in the sound- 
ness of the principle. More important, perhaps, was the fact that 
railroad management has practically no control over the volume of 
business. Traffic depends upon general business conditions, and em- 
ployment depends upon traffic. Furthermore, it would be possible for 
certain strategically situated railroads by routing traffic to influence 
the volume of employment on connecting lines, and experience rating 
would enable them to favor certain lines. Eliminating experience 
rating also simplifies administration. There is no need to charge 
benefits back to accounts of employers, and there is less of attempts 
to evade the payment of benefits in order to secure reduced rates. 

ADMINISTRATION 

The plan is administered by the Railroad Retirement Board, which 
was established to administer the Federal act providing retirement 
annuities to railroad workers. The Board consists of three members, 
one representing labor, one the carriers, and the Chairman who 
represents the public. Since both the Retirement and Unemployment 
plans have the same coverage, and since the Railroad Retirement 
Board was already functioning and well equipped for the task, it 
was given the administration of unemployment insurance. 

The Board has power to issue subpoenas requiring the attendance 
of witnesses and the production of any evidence before the Board 
or any of its members, employees, or representatives. Subpoenas 
may be served and returned by anyone authorized by the Board to 
do so. And the Board may designate any of its employees or repre- 
sentatives to administer oaths and affirmations, examine witnesses, 
and receive evidence. In case of failure to obey its subpoenas, the 
Board does not have power to punish for contempt, but it may re- 
quest a Federal District Court to require obedience to the subpoena 
and the District Court is required to issue the order. 

There is within the Board a Bureau of Employment and Claims, 

* J. W. Couper, “The Railroad Unemployment Insurance Act and Unon- 
ployment Compensation Administration,” Social Security Bulletin, August 1938, 
pp. 12-16. 
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and a Director Employment and Claims, directly diarged widi 
die administration of the Act The Board collects the tax contribu* 
tions and receives wage reports from the carriers. 

There are regional offices and directors, nine in 1954, located in 
die principal railroad centers of the coimtry, with due regard to 
geographical distribution. These offices direct and coordinate all 
regional operations and are responsible for the examination, adjudi- 
cation, audiorization, and certification of aU claims. Regional offices 
also receive wage reports from national labor organizations and; em- 
ployee representatives and collect their contributions under thelAct. 
The records of persons receiving notices of benefit rights in^ne 
region are kept in that region for die benefit year, no matter where 
die worker may be. In the event that a worker transfers to another 
region and makes a claim for benefits, bis claim is sent to the region 
in which his notice of benefit rights was issued. 

District offices, approximately 35 in number, with district man- 
agers, are located outside the major centers, and there are some 80 
field offices located outside district-manager cities, each with its 
agent in charge. The district and field agent offices process claims, 
train agents, operate an employment service, make field investiga- 
tions, and supply information. 

The Board itself is located in Chicago. It may appoint advisory 
councils, composed of equal numbers of public, employer, and em- 
ployee representatives to discuss insurance and administrative prob- 
lems and to aid die Board in formulating policies. Members receive 
a salary of $10,000 per year. 

OPERATIONS 

A summary view of the system’s operations through 1951 may 
now be attempted. These were nearly all “good” years, and in truth 
most of them were decidedly “abnormal.” The data do not, there- 
fore, enable us to point out many well-defined trends. But they do 
give us some understanding of the system’s major characteristics as 
they are reflected in operations. 

Employers Covered. Through June 1951, a total of 6611 com- 
panies had been held covered by the Act for various periods aS time, 
but many were covo’ed for only short periods of time. The number 
of employers subject to the Act at any given time is not ffe&t, since 
interstate transportation is characteristicalfy carried on by large com- 
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panies many employees. Table 44 shows the numbers covered 
in various fiscsd years. 

The totals may be somewhat misleading, since they include many 
small units and also some subsidiaries whose compensation and 
service data are consolidated with those of their parent companies. 
For 1950 there were 1380 employers operating under the Act. 
Nearly all of these— 1076— were carriers, 136 were carrier affiliates, 
141 were carrier associations, and 27 were railway labor organiza- 
tions. In addition there were 160 “employing units,” or contractors 
doing work in interstate transportation for covered employers. 


Table 44. Railroad Unemployment Insurance: Number of Units 
Held Employers, Through June 1947, by Provision of Act Under 
Which Covered and by Fiscal Year * 


Type of Unit 

Fiscal Year Ending June 30 

1040 

1041 

1042 

1 1043 

1044 

1045 

1046 

1047 

Total 

1130 

1167 

1350 

1560 


1410 


fBBl 

Carriers* 

878 

884 


1243 




1204 

Carrier affiliates 

106 

120 

143 

. 154 

166 

147 

167 

160 

Carrier associations 

120 

127 

140 

146 

151 

148 

157 

162 

Railway labor organisations 

26 

27 

27 

26 

28 

24 

24 

25 


• Subject to Part I of the Interstate Commeroe Commission Act. 


Railroads represent the most numerous single class. Indeed, Class 
I railroads are by all odds the most important element in the sys- 
tem. There are only 142 Class I railroads and they constitute only 
about one-eighth of all active employers subject to the Act, but they 
employ about 85 percent of all employees covered. 

Employees Covered, The number of workers in covered em- 
ployment by years and taxable pay rolls are shown in Table 45. 

Employment increased considerably as a result of defense and 
war activities, and pay roll increased even more as a result primarily 
of overtime. The number employed and taxable pay rolls both re- 
mained high during the postwar boom. But the high level of em- 
ployment began to decline as the war drew to a close and as the 
boom wore ofiF and business conditions became more normal for the 
railroads. Total pay roll has not declined to the same extent be- 
cause of wage increases. 

The bulge in employment coming with the Second World War 
and the boom following it have now disappeared. For 1948 the 
^ Anmud Reports of the Railroad Retirement Boards 
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Table 45. Railroad Unemploymoit Insurance: Estimated Num- 
bers and Fay Rolls in Covered Employment, by Year, 1937-1947 * 


Calendar 

Year 

Total 

(Thousands) 

Average 

During 

Year 

Total Taxable 
Pay Roll 
(Millions) 

1937 

1979 

1276 

$2186 

1938 

1597 

1090 

1951 

1939 

1642 

1147 

2100 

1940 

1693 

1194 

2226 

1941 

2045 

1322 

2629 

1942 

2562 

1470 

3250 

1943 

2825 

1589 

3887 

1944 

2966 

1671 

4218 

1945 

3085 

1678 

4317 

1946 

2701 

1619 

4620 

1947 

2415 

1600 

4742 


number of different employees serving during the year dropped to 
2,316,000. For 1949 there was a fmrther decline, to 2,090,000, and in 
1950 the number was 2,034,000. 

Numbers Qualified for Benefits. Not all employees in covered 
employment are eligible for benefits, for in order to qualify one must 
earn a specified minimum amount in his base year, which is the cal- 
endar year preceding the beginning of his benefit year. In 1942, for 
examjde, some 525,000 workers, or about 21 percent of the total, did 
not earn the qualifying minimum, and in 1947 about 415,000 or 17 
percent. The numbers qualified for benefits in the various fiscal years 
are shown in Table 46. 

The increase in the number of workers qualified for benefits re- 
sulted pardy from full employment, which enabled more to earn the 
minimum qualifying sum, but even more from the large numbers 
employed. Fuller employment increased the proportion eligible for 
higher benefit amounts. Before the war, approximately 80 percent 
of those employed met the minimum earnings qualification, but be- 
cause of high turnover the percentage declined to about 65 in 1942- 
1943. Thereafter it increased again, reaching approximately 74 per- 
cent in 1945-1946, and 83 in 1947-1W8. 

CIaIiw. Claims received since the Act became effective, by 
specified fiscal years, are shown in Table 46. 

B Amnati Reportt of the Railroad Retirement Board; The Monddy Review, 
Angiut 1948, p. 177. 
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The marked decline in the number of claims received until 19^ 
1946 reflects the full employment conditions prevailing generally 
during the war years. Until 1942-1943, the most important single 
factor affecting the claims load was seasonal fluctuations in employ- 
ment. Normally, there is little variation in the level of employment 
during the months of July-October. A sharp seasonal decline usually 
occurs during November-January, although there is always a flurry 
of Christmas activity. A continuous and rapid ino'ease in employ- 
ment exists during February-June, when the maintenance-of-way 


Table 46. Railroad Unemployment Insurance: Wmk- 
ers Qualified for Benefits and Claims Received, 
by Specified Fiscal Years 


Fiscal Year 

Number Qualified 

Claims Received 

1939-1940 

1,284,084 

1,441,213 

1941-1942 

1,403,258 

517,394 

1943-1944 

1,953,324 

27,495 

1945-1946 

2,284,292 

847,009 

1947-1948 

2,270,400 

1,346,574 

1949-1950 

2,046,000 

3,731,000 

1951-1952 

1,857,000 

905,000 

1952-1953 

1,811,000 

1,305,000 


activities are carried on full blast. But in the fall and winter of 1942- 
1943, declines in employment were small, because many railroads 
held their men against spring needs, and employment could not 
greatly expand in the spring. 

The Railroad Retirement Board reports that seasonal and inter- 
mittent unemployment benefits in interstate transportation fluctuate 
inversely with general business activities. When the rate of general 
unemployment ranges from 7 to 22 percent, a reduction of 1 percent 
in general unemployment is accompanied by a reduction of one 
beneficiary per 100 railroad employees. Within this range of 7 to 22 
percent, beneficiaries per 100 railroad employees run about fomr 
points below general unemployment. Below 7 percent, die reduction 
in railroad beneficiaries is slower. It should be added, however, that 
workers with base-year earnings below a statutory minimum, for- 
merly $150 and now $400, do not receive benefits. 

Boieficiaries. Table 47 shows numbers of beneficiaries by ben- 
efit years since the railroad system was established. Ibe system 
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started out with a substantial number of beneficiaries, because many 
workers bad acquired rights under state laws before the national act 
became operative. For the first two years, there was bttle change in 
number. Then die war brought about a drastic decline. In the bene- 
fit year 1944-1945 the total number of beneficiaries was down to 
6481, and the ratios to qualified and employed workers became in- 
significant. Postwar reconversion, the replacement of many “mar- 

Table 47. Railroad Unemployment Insurance: 

Number of Beneficiaries, for Unemployment 
in the Benefit Year, by Benefit Years, 

1939-1953 « 


Number of Beneficiaries 


Benefit Year 

Total 

Per 100 Qualified 
Employees 

1939-1940 

161,000 

12.7 

1940-1941 

164,000 


1941-1942 

75,000 

5.3 

1942-1943 

16,000 


1943-1944 

5,000 

0.2 

1944-1945 

6,000 

0.3 

1945-1946 

157,000 


1946-1947 

225,000 

9.5 

1947-1948 

210,000 

9.2 

1948-1949 

286,000 

13.6 

1949-1950 

506,000 

24.7 

1950-1951 

181,000 

10.2 

1951-1952 

162,000 

8.7 

1952-1953 

224,000 

12.4 


ginar workers with younger and abler persons, and industrial 
strikes, especially that of the coal miners, brought the total in 1945- 
1946 back to what it was in 1939-1940. The total number of bene- 
fidaiies amounted to 224,000 in 1952-1953. In each year, many of 
the ben^ciaries were persons who established rights to benefits in 
die preceding calendar year, who had left the railroad industry, and 
who had lost their jobs in industrial plants. 

The occupational pattern of beneficiaries changes f^om year to 
year, but the rank of the major groups is pretty well fixed. Of duse 
receiving payments in 1947-1948 for unemployment in diat year, 

0 Annual Reports of the RaHrood Retirement Board; and issues of the 
Uee^tiy Review. 
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41.9 peroesDt were laborers, and nearly all of those were employed 
on ways and structures. The second largest group consists of train* 
and-engine-service employees, who constituted 16.0 percent of the 
total, the great majority of them being firemen, brakemen, switch- 
men, and hostelers. Skilled maintenance employees ranked third 
with 11.5 percent of the total, nearly all of whom were shop workers. 
Relatively few o£5ce employees find their way on the benefit rolls. 
In 1947-1948 they accounted for approximately 8.4 percent, most 
of them being clerks and junior stenographers. 

Those on the benefit roll were out for an average of 102.8 days in 
1939-1940. Beginning with defense preparations, the average de- 
clined, reaching a low of 57.1 days in 1943-1944, the year of peak 
operations. Thereafter it increased again. For 1946-1947, the aver- 
age was 101. For laborers it was 113, for office employees 106, for 
helpers and apprentices 96, for gang foremen 80, for skilled main- 
tenance employees 76, and for train-and-engine-service employees 
72. Not all of these days were compensable. Nor do they represent 
all unemployment, for many ineligible workers do not register, nor 
do those who have exhausted their benefit rights. 

Averages do not show the extent to which unemployment varies 
as between individuals. The following distribution for the year 
1946-1947 throws some light on the problem: 

29,105, or 14.3 percent, were out under 20 days 
26,448, or 13.0 percent, were out from 20 to 39 days 
21,722, or 10.7 percent, were out from 40 to 59 days 
15,516, or 7.6 percent, were out from 60 to 79 days 
15,658, or 7.6 percent, were out from 80 to 99 days 
11,226, or 5.5 percent, were out from 100 to 119 days 
11,206, or 5.5 percent, were out from 120 to 139 days 
71,992, or 35.4 percent, were out over 140 days 

Most of the 1946-1947 beneficiaries, 73 percent of them, were laid 
off by railroad employers. About 13 percent, the next largest group, 
voluntarily quit, largely unskilled and clerical workers. Discharges 
accounted for 6.8 percent of the beneficiaries. Others got on the roll 
because of their physical condition, suspensions, and strikes. 

Like most other American unemployment compensation systrans, 
the railroad system has not as yet experienced a heavy blow. Table 
48 gives data which outline the major characteristics of benefit ex- 
perience throu^ 1953. 

Total benefits certified for payment in the benefit year 1939-19M 
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amounted to slightly less than $15 milhon. Except for a small in- 
crease in 1940-1941, resulting from liberalization of benefit rates 
and duration in 1940, the yearly total declined until it reached the 
insignificant sum of $547,000 in the war year 1943-1944. There was 
a marked increase, to $20.5 million, in 1945-1946, partly because the 
war strain had eased somewhat. If the 1945-1946 benefit rates and 
duration had been in eflFect during 1939-1940, total benefits in that 
first year would have been about $3 million greater than for 1945- 
1946. 

For 1946-1947, a record total of $46,617,000 was paid in benefits, 
more than 2^ times as much as in the preceding year. There ai£ sev- 
eral reasons for the increase. The high wartime employment and 
large turnover in 1945, the base year, resulted in large nuihbers 
qualifying for benefits. There was a lower employment level in 


Table 48. Railroad Unemployment Insurance: Benefit Ex- 
perience, by Benefit Years, 1939-1953 


Benefit 

Year 

Total 

Benefits 

Certified 

Amount 

per 

Beneficiary 

Exhaustions 
per 100 
Beneficiaries 

1939-1940 

$ 14,810,000 

$ 94 

19 

1940-1941 

17,699,000 

108 

17 

1941-1942 

8,890,000 

118 

14 

1942-1943 

1,753,000 

108 

10 

1943-1944 

547,000 

118 

9 

1944-1945 

728,000 

128 

11 

1945-1946 

20,517,000 

138 

12 

1946-1947 

46,617,000 

226 

23 

1947-1948 

32,426,000 

163 

10 

1948-1949 

46,745,000 

178 

8 

1949-1950 

113,769,000 

236 

17 

1950-1951 

24,780,000 

159 

10 

1951-1952 

22,741,000 

140 

9 

1952-1953 

53,849,000 

246 

12 


1946-1947, and appreciably larger numbers received benefits. Fiu"- 
thermore, the 1946 amendments liberalized the benefit structure. 
Two higher daily benefit rates were introduced, $4.50 and $5.00, and 
duration was extended from 100 to 130 days. In effect this raised 
the maximum weekly benefit from $20 to $25 and the duration from 
f Amtud Beports of the RaOroad Retiremeta Board. 
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20 to 26 weeks. This explains the greatly increased average dura> 
tion of unemployment from 64 to 101 days. Heavy and fairly pro- 
longed unemployment in 1949-1950 nearly tripled the amount of 
benefits paid the preceding year, raising the total to $113.8 million. 
Rate liberalization introducing higher brackets will result in a highar 
level of total benefit payments. 

The trend in the average amount paid per beneficiary has been 
upward. Rate and duration increases in 1940 raised the average 
from $94 to $107.65. Thereafter variations were small until 1944- 
1945 showed a fair increase, with a still more marked increase to 
$138 in 1945-1946 and to $226 in 1946-1947. Since then the average 
has fluctuated widely. 

Each year except 1944-1945 has shown an increase in the average 
daily benefit rate, accoimted for mostly by the higher wages and 
steadier employment which enabled workers to move up into the 
higher base-year compensation classes. From an average of $2.25 in 

1939-1940, Ae daily rate increased to $3.36, nearly 50 percent, in 
1945-1946, and to only $3.37 in 1946-1947 despite the two higher 
daily benefit rates introduced in 1946. 

Cost of Administration. The cost of administering the Act has 
been low, much less in fact than the amounts collected for that pm- 
pose. Table 49 gives data through the fiscal year 1952-1953. 

Table 49. Railroad Unemployment Insurance: Administration 
Fund, by Year, 1938-1948, 1953 » 

Year Total Receipts Expenditures Balance 


1938- 1939 

1939- 1940 

1940- 1941 

1941- 1942 

1942- 1943 

1943- 1944 

1944- 1945 

1945- 1946 

1946- 1947 

1947- 1948 
1952-1953 


$ 6,902,491 
12,869,644 
6,818,035 
8,459,142 
13,861,959 
12,142,009 
13,193,483 
12,905,443 
14,176,038 
14,512,264 
10,020,000 


$1,596,663 

4,163,743 

3,384,449 

2,499,836 

2,188,279 

3,189,431 

3,585,614 

3,712,553 

4,561,181 

5,524,425 

5,777,000 


$ 5,305,828 
14,011,730 
9,945,316 
11,994,955 
17,695,336 
14,948,214 
15,617,970 
15,214,985 
15,650,101 
14,967,357 
10,243,629 


Expenditures never at any time exceeded 50 percent of the 
amount allocated to administration, and have usually been mudi 
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less. Reducing the amount allocated from three-tenths to two4enths 
of taxable pay roll in 1948 has reduced collections. Through June 
1953 a total of $164.8 million was collected for administration and 
$58.7 million was sprat; this includes annually since 1947 about $2 
million for administering sickness benefits. The ratio of expenditures 
to benefits has been extremely high, but understandably so because 
benefits have been abnormally low, die machinery for collecting and 
recording compensation data had to be maintained, and an employ- 
ment service had to be provided. In the fiscal year 1943-194^, five- 
sixths of all expenditures were for the employment service, but for 
the fiscal year 1945-1946 only 36.2 percent of total expenditures 
went for the employment service, and only 11.7 percent in ij946- 
1947. Figures in the balance column indicate amounts collected in 
excess of expenditures which are unexpended at the end of the pe- 
riod. As noted above, balances in excess of $6 million must be trans- 
ferred to the Unemployment Insurance Account in the Trust Fund. 


Table 50. Railroad Unemployment Insurance: Status of Trust 
Fund Account, by Fiscal Year, 1939-1953 ® 


Year 

Total Receipts 


Benefits 

Balance 

1939-1940 

$ 46,261,928 


$ 14,809,692 

$ 31,452,236 

1949-1941 

176,024,492 

3,059,433 

17,699,137 

189,777,591 

1941-1942 

85,479,317 

5,423,137 

8,890,442 

266,366,466 

1942-1943 

105,236,128 

6,857,073 

1,756,106 

369,846,489 

1943-1944 

129,071,063 

8,004,733 

552,410 

498,365,142 

1944-1945 

138,739,960 

10,679,269 

737,208 

636,367,894 

1945-1946 

139,513,954 

13,298,578 

20,514,054 

755,367,795 

1946-1947 

152,630,007 

15,374,911 

46,617,479 

858,762,394 

1947-1948 

158,424,457 

18,280,440 

59,030,458 

956,282,469 

1948-1949 

29,141,900 

20,118,154 

76,568,727 

899,116,212 

1949-1950 

31,503,480 

17,873,933 

143,256,101 

784,718,734 

1950-1951 

32,908,843 

16,593,132 

51,783,481 i 

765,832,982 

1951-1952 

36,240,869 

16,459,297 j 

48,639,735 

753,434,117 

1952-1953 

36,316,274 

16,415,960 

97,375,000 

692,375,603 


Unemployment Trust Fund Account. As with die states, nearly 
all of the Railroad Unemployment Tax goes into the Fedraal Un- 
employment Trust Fund, crated to die account of the .Railroad 
Retirement Board. As noted before, the unused part of the Adminis- 
trative Fund is also deposited diere. Interest on investmexrts is 
added. Table 50 shows (he status of the accoimt for specified years. 

•Ibfd. 
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Only $32.4 million of the $59.0 million in benefits in 1947-1948 was 
for unemployment; the remainder was for sickness and maternity. 

It was inevitable that taxes resulting from increasing employment 
and earnings in the defense and war years would yield consider* 
ably more than required to pay diminishing benefits. The balance 
on hand at the end of the fiscal year 1947-19^ was about $956 mil* 
lion, which was five and six-tenths times as much as was paid out 
in benefits since 1939. It was enough to pay average benefits for 
three years to almost 2 million unemployed workers, about as many 
as the number qualified to receive benefits at the end of that year. 
The system has been “overfinanced.” 

In 1946, Congress amended the Unemployment Insurance Act 
to provide a system of cash disability and maternity benefits. No 
additional tax was levied, and money to pay those benefits is taken 
from the Unemployment Trust Fund Account. Furthermore, since 
1948 the tax rate will be appreciably lower. 

Contributions from employers have been at the minimum rate of 
0.5 percent since the variable rate schedule was introduced in 1948. 
As a result, contributions have been less than expenditures and the 
balance was reduced to just under $590 million by the end of Jime 
1954. Contributions will continue at the minimum rate as long as the 
fund balance remains above $450 million. 




PART FOUR 


OCCUPATIONAL INJURIES 




CHAPTER FOURTEEN 


THE PROBLEM OF OCCUPA- 
TIONAL INJURIES 


Never has there been a time when those engaged in the task of 
earning a living did not experience dangers to life and limb, dangers 
which arose out of and in the course of their employment. Eolithic 
man labored in a rugged and hostile world that grudgingly yielded 
him a meager subsistence and exacted in return its price in blood 
and toil; and for countless ages those who followed him fared but 
little better. The real coin of the realm has always been an alloy 
of sweat and blood and tears. The price we pay today may be 
greats: or less than was paid by our forebears, but we pay in the 
same coin. 

Industrial accidents are commonplace, so commonplace that 
normally they do not seriously burden the public consciousness. 
Most of us become conscious of the problem only when some catas- 
trophe occurs, as when an explosion traps and kills many miners, 
or when some girls are poisoned by radium used in painting lumi- 
nous dials for watches, or when someone in our own community or 
immediate circle of acquaintances is stricken. Of the inexorable toll 
of life and limb that is constantly exacted in the process of produc- 
tion, we are only dimly and fleetin^y conscious. 


THE GENERAL PATTERN 

It will be worth while to inquire briefly into the existing pattern 
of occupational injuries in the United States. But only ^ barest 
outline can be drawn, for records are not nearly as comprehensive 
as one would expect them to be. As recently as 1927, die United 
States Bureau of Labor Statistics reported that althou^ there had 
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been an immense accumulation of “the raw material of statistics, 
a good national compilation was impossible. It said: ^ 

It would appear to be a rather simple matter to combine the records of 
the several States and so produce a national compilation of much interest 
and utility. Unfortunately, the States have adopted procedures sufiBciently 
difiFerent to make it difiBcult and in many cases impossible to combine these 
records in a general exhibit. The primary reason for this is that the State 
agencies have found themselves so involved in the multiplied problems of 
compensation that they have been quite unable to give adequate atljention 
to the really more important problems of accident prevention. 

There has been some improvement since then, but existing sl^atis- 
tics are still inadequate. Many states report only accidents horn- 
pensable under their workmen’s compensation laws, and the scope 
of such laws is limited and diflFers from state to state. Substantial 
numbers of persons are employed in industries outside the scope of 
workmen s compensation legislation, or are excluded by numerical 
limitations. For agriculture and domestic service, no system of 
reporting exists, and data are exceedingly fragmentary and generally 
unreliable. 

Our picture of the nature and extent of such injuries must there- 
fore be built up with fragmentary data and with estimates made 
by careful and competent statisticians who have utilized all of the 
important sources of material which are available. 

Number and Types. First of all, then, let us look at the total 
number and major kinds of accidents in order to get some idea of 
the nature and size of the problem. Table 51 presents estimated 
numbers of occupational injuries which caused disability lasting 
for one day or more for a series of years, by type of disability. 

The year 1939 marks the beginning of a sharp upward trend in 
the total number of disabling work injuries, a trend which reached 
a peak of 2,414,000 in 1943. The upward trend is explained largely 
by the fact that increasingly greater numbers of persons were 
employed during that period, which was one of recovery, defense 
preparations, and war operations. In part the upward trend is ex- 
plained by a greater frequency in accidents, occasioned by greater 
intensity of work, by the employment of many “green” hands, who 
are more likely to become injured, and by a general relaxation of 
safety precautions which is characteristic of periods of intense 

^ handbook of Labor Statistics, 1924-1926, Bulletin No. 439, p. 213. 
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activity. The increase in the total number of accidents from 1940 
to 1943 was about 27 percent. The subsequent dedine in 1944 and 
1945, and the increase in 1946 and 1947 are explained on the same 
general grounds. A total of more than 2 million work injuries in one 
year is a fairly heavy price to pay for production. 

TABI.E 51. Estimated Number of Disabling Work Injuries, 1936- 

1947* 


Year 

Total 

Fatalities 

Permanent 

Total 

Disability 

Permanent 

Partial 

Disability 

1 Temporary 
Total 
Disability 

1936 

1,407,200 

16,000- 


66,200 

1,325,000 

1937 

1,838,000 

19,600- 


126,000 

1,691,700 

1938 

1,375,600 

16,400- 


98,900 

1,260,300 

1939 

1,603,500 

16,400- 


109,400 

1,447,700 

1940 

1,889,700 

18,100- 


89,600 

1,782,000 

1941 

2,180,200 

19,200- 


100,600 

2,060,400 

1942 

2,267,700 

18,100 

1,800 

100,800 1 

2,147,000 

1943 

2,414,000 

18,400 

1,700 

108,000 

2,285,900 

1944 

2,230,400 

15,900 

1,700 

94,400 

2,118,400 

1945 

2,020,300 

16,500 

1,800 

88,100 

1,913,900 

1946 

2,063,100 

16,500 

1,800 

92,400 

1,945,300 

1947 

2,059,000 

17,000 

1,800 

91,800 

1,950,200 


* Includes permanent total disability cases. 


Approximately 95 percent of all injuries in these years resulted 
in temporary total disability, and the ratio of this type to the total 
number has slowly but steadily increased, although it has probably 
approached quite near its maximum. All of these workers were in 
due time returned to production. Conversely, the proportions of 
permanent disabilities and fatalities have steady decreased. Fatali* 
ties, for which separate figures are available only since 1942, 
decreased from eight-tenths of 1 percent of all injuries in 1942 to 
seven-tenths in 1944, then jumped back to eight-tenths the follow- 
ing diree years. There does not appear to be a dose correlation 
between fatal accidents and the total volume of employment. For 
many years now, the trend in fatal occupational acddents has been 
downward. Two decades ago, estimates of 25,000 or 30,000 killed 
were commonly accepted, although th^ probably exaggerated die 
extent of tibe problem. 

* Monthly Labor Reviews. 
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Data given in Table 52 indicate tbat tbe number (rf pmmanent 
total disability cases is exceedingly small and that it has remained 
between 1700 and 1800 in the years for whidi separate estimates 
have been made. Though the permanently totally disabled are few 
in number, dieir plight is serious, for tbe remainder of their lives 
can at best be only comfortable. Permanent partial disability cases 
have fluctuated considerably in number, averaging about one million 
aimually. The number has varied directly with the volume of employ- 
ment. The percentage which permanent partial disability cases bear 
to the total has changed but little since 1941, and has been about 
4.5 percent of the total. The percentage may well have reached its 
irreducible minimum. 


Table 52. Estimated Number of Disabling Injuries During 1947, 
by Industry Group (Preliminary)® 




Fatal- 

ities 

Permanent 

Temporary 

Total 

Industry Group 

Total 

Total 

Partial 

All groups 

2,059,000 

17,000 

1,800 



Agriculture 

298,000 

4,300 

400 



Mining and quarrying 

92,900 

1,500 

2,400 

200 



Construction 

151,700 

300 



Manufacturing 

539,000 

2,700 

200 


508,900 

Public utilities 

27,700 

400 

a 


26,700 

Trade 

360,600 

1,500 

800 

100 


360,400 

65,800 

Railroads 

71,900 

300 


Miscellaneous trans- 





portation 

135,200 

900 

100 


126,800 

Soidces, government 
and miscellaneous 






industries 

382,000 

2,500 

200 


361,400 


• Im than 60 . 


These figures, it should be rememberedr are for all gainfully 
occupied pmrsons, including employers and the self-employed. Ap- 
proximately 80 percent of the total disabilities, somew^t more 
than 80 percent of toe temporary total, and about 90 percent of the 
pamanent wd fatal injuries, are suffered by anployees. More toan 
half of those not suffaed by employees happen to toe self-em^flctyed 
in agriculture. 

® Monthly Labor Beolew, March, 1948. 
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Occnpatumal Distribntioii* The U.S. Bureau of Labor Statis- 
tics published annually the estimated number of disabling injuries 
for each major industry group, with subtotals by type of injury. 
Such a distribution, based on preliminary data, is shown in Table 
52 for the year 1947. The industry groups listed diflFer greatly in 
numbers employed and degree of hazardousness, and the totals 
must be read with those two points clearly in mind. A fair idea of 
the relative standing of industry groups is presented by the data 
in that table. 

Manufacturing ranked first in number, with nearly 27 percent of 
all disabling injuries reported, and its total of 539,000 was appreci- 
ably more than the 316,000 reported for the year 1940, and much 
less than the 786,900 reported for 1944. The war years resulted in a 
tremendous expansion in manufacturing and a great many inexperi- 
enced persons were employed. The need for production over- 
shadowed concern for safety. Trade, wholesale and retail, is more 
hazardous than many suppose, and ranked second. Here again 
the principal explanation is the large numbers engaged in the in- 
dustry. But the handling of heavy packages of goods which finally 
find their way to the merchant’s shelves is full of hazards. Serv- 
ing the customer in the retail store is not itself a hazardous opera- 
tion. 

Agriculture ranked third, and is always high on the list because 
of the large number of persons engaged in it as well as because of 
its many inherent hazards. It is well, however, to accept the totals 
for agriculture with considerable reserve, for the estimates are 
based on fragmentary data. 

Construction ranked fourth. The number of estimated injuries in 
construction in 1940 was 453,800, which was considerably more for 
that year than were estimated for either agriculture or trade. 

Among industries, the “killers” stand out in bold relief. Mining 
and quarrying in 1947 had the highest percentage of fatal to total 
injuries, namely 1.61 percent. For the miner, death comes frequently, 
suddenly, and violently. It has long been so, and was at one time 
worse than it is today. Construction ranked second, with ,1.51 per- 
cent. Agriculture ranked third, with 1.44 percent. Injuries in agricul-* 
ture are less adequately reported than in other industries. Railroads 
came fourth, with 1.10 percent of fatal to total. Public utilities other 
than lajlroads, and miscellaneous transportation, ranked low in fata! 
accidents. 
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Special occupations have earned unsavory reputations as man* 
killers. Electric light and power linemen, structural iron workers, 
bridge painters and steeplejacks, roofers and slaters, and lumber- 
men and loggers, to mention but a few, are subject to sudden and 
violent death at their work. 

The “maimers” also stand out prominently. Permanent total and 
permanent partial disabilities combined constituted 7.37 percent of 
all injuries in railroads, and 5.13 in agricultmre. In all other industry 
groups, the percentage was less than 5.0, the lowest being 2kl for 
trade. \ 

It has been estimated that there are about 40 million ibinor 
injuries annually which involve either no lost time or less thaii^one 
day and are therefore not reported. Some estimates are higher. The 
American College of Surgeons in a study of 390 companies employ- 
ing 1,400,226 workers found a total of 1,106,289 work injuries in 
1936, but only 1 in 40, or 2.5 percent, resulted in lost time, and only 
66 percent of these latter disabilities lasted long enough to enable 
the injured worker to collect workmen’s compensation payments. 
At this rate, the total number of work injuries would be about 50 
million annually.^ 

Time Lost. It is inevitable that in a large and hazardous 
economy the total amount of time lost on account of occupational 
injuries should be large. In Table 53 are estimates of man-days and 
man-years lost for the years 1940-1947 inclusive. 

The actual time lost indicates the number of days and years that 
workers injured in the respective years were unable to work in 
those years on account of occupational injiuies. Actual time lost in 
1940 and 1941 was equivalent to the work of 140,000 men employed 
full-time during each of those years. A peak of 190,000 man-years 
was reached in the tempestuous year of 1943. Thereafter the total 
ranged between 142,000 and 152,000. Actual man-years lost in 
recent years represent about .277 percent of our total civilian labor 
force years. 

But ilkiiial time lost in a year is not a good measure of the burden 
imposed by occupational injuries. For many are killed, or per- 
manoatly disabled for life. More than die actual time lost during 
die year bi which die injury occurred diould be charged to diese 

^ M. N. Newquist, Medical Service in Industry and Workmen’s Compensa- 
Han Laws, American College of Surgeons, 1938, p. 29. 
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Table 53. Estimated Actual and Adjusted Man-Days and Man- 
Years Lost Through Occupational Injuries in £he United States, 
by Year, 1940-1947 « 



Actual Time Lost 

Adjusted Time Lost 

Year 

Man-Days 

Man-Years 

Man-Da3rs 

Man-Years 

1940 

41,912,000 

140,000 

233,840,000 

780,000 

1941 

42,083,000 

140,000 

251,000,000 

835,000 

1942 

53,000,000 

177,000 

263,000,000 

880,000 

1943 

56,800,000 

190,000 

274,000,000 

914,000 

1944 

43,614,400 

145,000 

222,944,000 

743,000 

1945 

45,600,000 

152,000 

231,264,000 

771,000 

1946 

42,750,000 

142,000 

230,000,000 

765,000 

1947 

44,700,000 

150,000 

233,700,000 

780,000 


cases. Standard time charges have been developed, and they are 
described later in this chapter. 

Actual time lost and standard time charges for all but the purely 
temporary disabilities combined constitute what is here called 
adjusted time lost. This is a better measure of the time lost because 
of any one year s occupational injuries. Estimates for the various 
years are given in Table 53. Roughly it may be said that each year’s 
injuries cost us the equivalent of three-fourths of a million men 
working full time. The totals are more than five times as large as 
those for actual time lost. Adjusted man-years lost in recent years 
represent about 1.4 percent of our total civilian labor force for those 
years. 

A word of caution is in order. As will be noted below, standard 
time charges may well exaggerate the number of man-days lost as 
a result of certain kinds of injury. Furthermore, except during 
periods of the fullest employment, an injured workers place is 
generally taken by someone who would otherwise not have been 
employed. Even so, the burden remains great. 


FREQUENCY AND SEVERITY RATES 

The figures given above are raw totals, and because they are not 
related to the number of persons employed and the amount of time 
worked th^ are not very useful for more refined analysis. Measures 

^ U.S. Bureau of Labor Statistics. 
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that take account of the number of hours of exposure to hazards 
have been developed. In Germany, where the problem was first 
attacked, the number of days actually worked times the number 
employed was divided by 300 to get the computed number of full- 
year workers, and multiplied by 1000 to get an index number. This 
method was used for a time by the United States Bureau of Labor 
Statistics. However, the International Association of Industrial 
Accident Boards and Commissions agreed to use hours of employ- 
ment instead of man-years. Two measures were established, qne to 
express frequen<y and the other severity. 

Frequency Rates. The frequency rate expresses the numb^ of 
lost-time injuries, that is the injuries which involve a loss of wor^g 
time over and above the day or shift on which they occurred, per 
1,000,000 man-hours of exposme, or work. It may be stated as: 

I X 1,000,000 

FR— 

MH 

where FR is the frequency rate, I the total number of lost-time 
injuries, MH the total number of man-hours of exposure, and 
1,000,000 a constant factor.® It may be expressed roughly as the 
number of injuries for every 500 full-time workers. The time period 
used is generally a calendar month, quarter, or year, but the rate 
may be computed for any period for which data are available. Thus 
a &m that in any one year employs 1000 workers for 50 weeks of 
40 hours and has 14 "lost-time” accidents will have a frequency rate 
of 14 times 1,000,000 divided by 2,000,000, the number of hours of 
eiposure, which equals 7.0. In other words, the firm will have 
expmienoed 7 lost-time accidents per million man-hours of exposure. 

There are some who consider Ae frequency rate to be "the most 
important single measmre of both the accident trend and the size 
of the accident problem. . . It may be used by an employer to 
determine where accidents are occurring in his plant, to compare 

® For seamen, 100,000 man-days are used instead of 1,000,000 man-houis, 
because: "( f ) most seamen are farced to live on board ship and are exposed, 
dierefore, ti hazards even when they are not working: (2) no records of die 
hours worked on board ship are avaikble; (3) some work is performed b^ond 
die usual workday: and (4) on those ships where seamen do not live on Mard 
the vessd, such as certain tugs, two different crews may be employed in 1 day.” 
Uil. Bureau of Labor Statistics, Workmen’s Compensation OM the Frotectton 
/^'Seamen, Bulletin No. 869, pp. 9-10. 

t U.S. Bureau of Labor Statistics Bulletin No. 772, p. 2. 
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the records of different plants, departments, operations, sexes, age- 
groups, etc., to check on the efficiency of his safety program, and 
to measure the effectiveness of corrective methods used. More gen- 
eralized frequency rates are useful in comparing the number of 
accidents in different countries, industries, periods of time, and in 
many other ways. 

Severity Rates. In computing the frequency rate, each injury 
is given the same weight irrespective of the amount of time lost on 
account of that injury. An injury resulting in the loss of one day's 
work counts as much as one that results in the loss of a life. 

A separate method has been developed to measure the severity 
of injuries. The severity rate expresses the number of days lost per 
1000 man-hours of exposure, and is stated as: 

LD X 1000 

SR= 

MH 

where SR is the severity rate, LD the number of days lost, MH 
the number of man-hours of exposure, and 1000 a constant 
factor. The number 1000 is used rather than 1,000,000 merely 
as a matter of convenience. Thus a firm that in one year employs 
1000 workers for 50 weeks of 40 hours and has 14 injury-accidents 
that result in the loss of 4200 days would have a severity rate of 
4200 times 1000 divided by 2,000,000, or 2.1. This may be roughly 
expressed as one-half the number of days lost from injuries for every 
full-time worker, or the number of days lost for every two full-time 
workers. 

The number of days lost can be counted when the injury consists 
of temporary total disability. The count begins with the day 
succeeding the one on which the injury occurred amd ends with the 
day preceding the one on which the injured person returns to work, 
or is declared able to return by a qualified physician. All calendar 
days are counted, including Sundays and holidays, whether the 
plant is operating or shut down. It is obvious that the rate ov^- 
states the actual amount of working time lost, but it would be 
impracticable to take days of rest and periods of shut-down into 
consideration. 

In all injury cases other dian temporary total disability, estimates 
of the time lost have to be made. A standardized scale for wei^ting 
these od^r injuries has been established. Death and permanent 
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total disability are counted as 100 percent of total disability and 
are weighted at 6000 days lost. The assumption here is that on the 
average workers who are killed or permanently totally disabled 
would have lived and worked full time, 300 days per year, for 20 
years. The loss of an arm above the elbow or leg above the knee is 
considered to be 75 percent of total disability and counts as 4500 
days. Loss of a finger counts as 300 days and a thumb 600. Weights 
are thus assigned to other parts of the body. Impairments which do 
not involve the loss of a member are weighted in the same propor- 
tion that the extent of the impairment bears to the total loss of the 
member involved. 

Severity rates are a composite of injury frequency, time charges'', 
and hours of exposure. They are thus “hazard” rates rather tibari 
severity rates. They are more significant measures of the hazards 
of an industry, plant, or occupation than are frequency rates. All 
other things being equal, an industry that has a severity rate of 10 
is twice as hazardous as one having a severity rate of 5. But the rate 
is not an adequate measure of the severity of individual injuries, 
since it merely expresses the average number of days of disability 
experienced per thousand man-hours worked. The following quota- 
tion makes this clear: ^ 

Because time charges are geared to exposure hours, industries with large 
exposure hours may have lower severity rates, even though they ex- 
perienced a higher proportion of very serious injuries, than industries with 
smaller exposure hours and proportionately less severe injuries. . . . The 
explosives industry, for example, had a 1944 severity rate of 1.6, whereas 
that of the fertilizer industry was 4.7, and of soap and glycerin 2.6. How- 
ever, in the explosives industry 2.7 percent of the injuries resulted in 
death or permanent total disability as against 1.1 percent for the fertilizer 
and glycerin industries. Similarly, 6.2 percent of the explosives industry's 
injuries resulted in permanent impairment, as against percentages of 3.3 
and 5.3 for the other two, respectively. 

A more significant measure would be a distribution of injuries 
by extent of disability and the average time charged for each type 
of disability. A simple measure of severity would be the average 
time lost per injury, including standard time charges. 

Some Frequency and Severity Rates. Some data on frequency 
and severity rates in industries other than agriculture are available. 

s Monthly Labor Review, October 1945, p. 642; also October 1947, p. 445. 
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Table 54 gives some such rates for the years 1940-1944. Several 
conclusions may be drawn from the data given, although no claim 
will be made that the conclusions apply to years not included. 
Nevertheless, they are suggestive. 

The average frequency rate fluctuates yearly, appreciably, and 
erratically. For the years included, the rate varied from 17.39 in 
1941 to 13.76 in 1942, a difference of more than 20 percent. There 
appears to be no close correlation between the frequency rate and 
the volume of employment, or exposure, although increasing ex- 
posure is supposed to be accompanied by an increasing frequency 
rate. Employment went up from 1940 to 1941 and so did the fre- 
quency, but employment increased again in 1942 and the frequency 
rate went down. A slight increase in employment in 194B was 
accompanied by a substantial increase in the rate. 

The average severity rate also fluctuates yearly, appreciably, and 
erratically. For the years included, the rate varied from a low of 
1.19 in 1942 to a high of 1.61 in 1943. The severity rate appears to 
vary directly with the volume of exposure, but the correlation does 
not appear to be great. There is a correlation between frequency 


Table 54. Injury Frequency and Severity Rates, by Major Industry 
Group, 1940-1944 » 


Industry 

Group 


1941 

1942 

1943 

1944 

F-R 

S-R 

F-R 

S-R 

F-R 

S-R 

F-R 

S-R 

F-R 

8-R 

Manufacturing 

15.3 

1.6 

18.1 

1.7 

19.9 

1.5 

20.0 

1.4 

18.4 

1.4 

Construction 

37.0 

5.3 

47.5 

5.7 

36.7 

3.6 

26.1 

3.6 

27.7 

4.2 

Communication 



2.7 

0.2 

2.9 

0.2 

3.1 

0.2 

3.3 

0.1 

Transportation 

26.3 

i.9 

26.8 

2.4 

20.9 

2.9 

27.7 

2.5 

33.2 

3.5 

Heat, light and power j 

, , , , 


11.6 

1.7 

10.3 

1.7 

12.6 

2.1 

12.9 

2.3 

Waterworks 



19.9 

1.2 

10.9 

0.2 

13.7 

0.4 

21.3 

0.7 

Personal services 

6,4 

6.3 

10.2 

0.5 

9.2 

0.6 

8.8 

0.7 

9.4 

0.7 

Business services 

4.1 

0.4 

6.2 

0.3 

5.1 

0.4 

9.5 

0.7 

8.9 

0.5 

Educational services 

11.4 

0.2 

16.4 

0.3 

8.0 

0.1 

16.8 

3.7 

10.4 

0.8 

Trade 

12.9 

1.0 

14.5 

1.0 i 

13.7 

0.7 

13.7 

0.8 

13.7 

0.8 


and severity rates, but it does not appear to be of a high degree. 
The slogan of safety engineers, “take care of the frequency rate and 
the severity rate will take care of itself,” does not appear to have a 
very solid foundation in fact. 

Transportation and construction always have the highest industry 
frequency and severity rates, because of the extraordinary hazards 

® Monthly Labor Review, August 1941, pp. 334-339; September 1942, pp. 
507-571; U.S. Bureau of Labor Statistics Bulletins Nos. 758, 802, 849. 
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invdvdd. Manufacturing as a whole and waterworics both have 
high frequency rates, but their severity rates are low, rarely acced- 
ing 1.5 in manufacturing and usually below 1.0 in waterworks. The 
services, personal, business, and educational, and trade have moder- 
ate frequency rates and low severity rates. Only in the communica- 
tions industry do we find that both the frequency and severity rates 
are low. 

Frequency and the Volume of Employment. There is said to 
be a direcrt and fairly close relationship between accident frequency 
rates and the rate of industrial operations. As the rate of busiq^ss 
activity increases, the accident rate is said to increase, and vippe 
versa. This tendency is indicated, although not accurately measured 
by the data in Table 55. The data given in Table 54 for the yecus 
1940-1944 do not indicate this same tendency. 

The relationship between injury-frequency rates and the volume 
of employment was found in one study made by the U.S. Bureau of 
Labor Statistics to be very close in 11 of the manufacturing industries 
examined, close in 6, fairly close in 7, and slight in 3, which were 
carpets and rugs, flour, feed, and other grain products, and glass. 
In the manufacture of motor vehicle parts, the relationship was 
found to be inverse, that is, the injury-frequency rate went down 
as employment went up, and vice versa. 

Table 55. Indexes of Employment, of Frequency Rate of Work 

Injuries, and Average Hours Per Worker, in All Manufacturing In- 
dustries, 1936-1941 “ 

(Average, 1936-1941-100) 


Item 

1936 

1937 

1938 

1939 

1940 

1941 

Employment 

Average weddy hours 

94.4 

103.5 

85.5 

92.3 

102.5 

121.8 

per worker 

104.7 

100.1 

91.6 

98.0 

100.2 


Fi^tten^ rate 

107.3 

107.3 

91 1 

92.9 

92.3 

MEmm 


Frequency and Ske of Plant. Small plants generally have worse 
accident records than medium or large plants. A study made in 1941 
by (he U. S. Buteau of Labor Statistics of 6762 establishments in 19 
manufacturing industries employing 1,315,000 workers and reporting 

U.S. Bureau of Labor Statistics BuDetin No. 051, pp. 053-054. 

Monthly Labor Review, May 1943, p. 951. 
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72,000 disabling injuries during a period of <Hie year, provide somo 
data on tbe subject. 

It was found that in 10 of the 16 industries, small plants had 
higher injiuy-frequency rates than either medium or large planta 
In two industries, however, cut stone and stone products and planing 
mills, the large plants had the higher rates. In four, brick, tile and 
terra cotta, canning and preserving, fertilizer, and sawmills, the 
medium size plants had the higher rates. A more recent survey made 
by the Bureau showed that about 70 percent of all industrial acci* 
dents occur in small plants. 

State factory inspectors are keenly aware of this deficiency on 
the part of small plants. They find that small employers have little 
information or experience in safety work, there is little specializa- 
tion on operations, employees use work methods they think up or 
have seen others use, and neither employers nor employees are 
safety conscious. “Feeble efforts on the part of employers, employees^ 
and interested groups of individuals of these smaU concerns have 
only scratched the surface, but they have provided some small 
measures of safety which have been indirectly beneficial.” 

Insurance companies assuming these small rides have met die 
problem and have exerted themselves to secure a reasonable measure 
of compliance with their safety recommendations. But “in the years 
gone by many of the hazards have been overlooked because of the 
variations in the premiums and competition among the various 
insurance groups. Their laxity has been apparent, both from the 
standpoint of enforcement and from the standpoint of compliance.” 
As a result, financial losses have been experienced, although fortun- 
ately die law of averages “kept their percentage to the minimum. 
We have had insurance companies begging for cooperation from 
state agencies in carrying the risk of many small employers.” 

Women and Accidents, Available data indicate that wommi 
work as safely or more safely than men. Safety experts seem gen- 
erally to have that opinion. A special study made by the U.S. Bureau 
of Labor Statistics showed that in a group of five paper mills the 
composite frequency rate for men in 1943 was 15.6 as against IIB 

“ Max D. Kossoris, “Accident Hazards by Size of Plant,” Monthly Labor 
Review, April 1943, pp. 647-851. 

^ Joseih T. Faust, in the U.S. Bureau of Labor Statistics BuUettu No. ffIB, 
p. 63. 

u Ibid., p. 64. 
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for women, and diat during the first 6 months of 1944 the rates were 
15.9 for men and 12.6 for women. In rubber plants, the frequency 
rate for men was 14.9 and for women 6.4. No data on the severi^ 
rates were published in that study.^” 

It should be home in mind that in general women are in the less 
hazardous industries and in the least dangerous jobs in hazardous 
industries. Frequency and severity rates would therefore tend to 
be lower for women than for men. In trade, for example, the hazard- 
ous work of getting stock to the shelves is done by men, while 
women do much of the selling. 

During the Second World War, women in large numbers we^e 
employed to do work similar to that done by men. A special study 
of 3791 disabling injuries occurring over a period of one year fo 
selected departments of nine shipyards was made. Women doing 
work requiring considerable movement, climbing, or working in 
awkward positions experienced more accidents than men doing the 
same types of work. In all nine shipyards, women were employed 
as welders and burners, in three yards in assembly operations, and 
in two yards in electrical and sheetmetal work. It was found that: 

In nearly every department studied, women experienced relatively 
more disabling injuries than men. In welding and burning operations, the 
injury-frequency rate for women was 64.6, against 41.3 for men. In as- 
sembly work, the composite rate for three yards was 74.6 for women and 
58.5 for men. In sheet-metal work, the comparable rates for women and 
men were 92.1 and 50.3. Women made the best showing in electrical 
shops, with a rate of 39.1 as against a rate of 35.6 for mem The reason for 
this better experience appears to be that work in the electrical shop is of a 
repetitive and routine nature and lends itself more easily to close super- 
vision. 

However, women generally follow safety instructions more closdy 
than mmi, are more afraid of getting hurt, are more concerned about 
tibeir appearance, are less prone to “show off” or to participate in 
“horseplay,” report more faithfully to first-aid centers when injured, 
take more t ime off to recover when injured, and are anxious to 
prove themselves as good as men.^^ 

IS "Industrial Injuries to Women Workers,” Monthly Labor Review, Fd>- 
niaiy 1945, pp. 310-^15. 

t^Monmly Labor Review, March 1945, p. 551. 

» Ibid., February 1945, pp. 311-315. 
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Accident Pronenesa. It is well known that some persons are 
more prone to su£Eer injuries than others. The test of proneness is 
not simply the number of accidents experienced by a person in a 
given period of time, for some occupations are more hazardous than 
others. An accident-prone person is one who in any given period 
of time experiences appreciably more injuries than others doing the 
same kind of work under the same general conditions. It is not 
possible to give a satisfactory overall picture of accident proneness, 
but the following figures for a medium-sized packing plant are 
suggestive. 

A careful count of all injuries occurring to employees over a 
period of 12 months was kept.^® The 330 employees who had been 
employed throughout the 12-month period had a total of 1274 in- 
jury-accidents, or an average of about 4 per individual and 5.7 per 
injured individual. Of the 330 employees, 106, or slightly more than 
32 percent, were not injured at all during the year. Of those injured, 
32, or nearly 14.3 percent, had only one injury, and 28, or about 
12.5 percent, had two. A total of 82, or 36.6 percent, had from 3 to 
5 injuries, and 53, or 23.7 percent, had from 6 to 10. Twenty-nine, 
or 13 percent of those injured, had more than 10 injuries, and of 
these, one had 31. 


ACCIDENTS AND SAFETY 

The tremendous number of occupational injuries experienced in 
this country has led to studies of their causes and of methods for 
preventing them. Considerable progress has been made along both 
lines, but much still remains to be done. 

Factors and Causes. Students of accident prevention have 
developed a framework for analyzing accidents with a view to more 
effective preventive efforts. The main outline of that framework 
throws considerable light on the problem for the general reader.^*^ 
A part of the framework will be given here. 

The basic factors in accidents are said to consist of: (1) unsafe 
working conditions, and (2) unsafe acts of persons. Unsafe working 
conditions may in turn be subdivided into: (a) the agency, such as 

U.S. Bureau of Labor Statistics Bulletin No. 885, pp. 22-23, 1943. 

See H. W. Heinrich, Industrial Accident Prevention, McGraw-Hill Book 
Company, Inc., 1941. 
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a lathe, planer, or punch press; (b) the agency part, as for example 
gears; and (c) unsafe mechanical or physical conditions, such as an 
unguarded emery wheel or a slippery floor. Unsafe acts of persons 
are of many different kinds. They are generally classified as: opeiat* 
ing without authority or at unsafe speeds, failure to secnire or warn, 
making safety devices inoperative, using unsafe equipment, using 
hands instead of equipment, or using equipment unsafely, unsafe 
loading, placing, mixing, combining, etc., working on moving or 
dangerous equipment, distracting, teasing, abusing, startling, etc., 
and failure to use safe attire or personal protective devices. 

The proximate cause of an accident must be either an unsii^e 
working condition, an unsafe personal act, or a combination of the 
two. However, several specific types of accidents have been dis- 
tinguished. The most important are: struck by; caught in, on, or 
between; and falls on the same or different levels. Others are: slips 
or overexertion, contact with temperature extremes, inhalation, 
absorption, injection, and contact wiA electric currents. 

The relative importance of unsafe working conditions and unsafe 
acts of persons as basic accident factors varies from industry to 
industry, and from time to time. A study of the brewing industry, 
which is not suggested as being typical, resulted in the conclusion 
that over 43 percent of the accidents resulted from unsafe working 
conditions, and that 40 percent of those were associated with defec- 
tive materials and equipment and 15 percent resulted from lack of 
adequate safeguards on machinery.^ Where unsafe acts of persons 
were involved, more than 50 percent of the accidents resulted 
because the injured worker had unnecessarily placed himself in an 
unsafe position or posture, and five of the six fatal accidents reported 
that year resulted from unsafe acts. The use of unsafe mechanical 
equipment or the use of equipment unsafely accounted for relatively 
few of the accidents. 

The Safety Movement. In its early years, the safety movement 
had a strong emotional and a weak economic basis. The National 
Safety^ Council once defined accident as “a word used to excuse 
neglect; to hide our weakness; ease our conscience and cover our 
failure.”^ That was strong emotional language, full of heat and 
dovoid of light. But it was found that the emotional appeal and the 

s® Monthly Labor Bedew, July 1946, pp. 73, 76. 

U.S. Bateau (rf Labw Statistics BuJbtiii No. 667, p. 185. 
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tactics of belaboring and ridiculing those concerned did not fafl iwwwsw 
as many people as should have been readied, and what is more 
important did not offer employers any technical assistance in reduc* 
ing accidents. The economic appeal was then given more stress, 
with better results. The most significant aspect of the safety move> 
ment, particularly in industry, has been the development of tech- 
niques for accident prevention, and the education of employers and 
workers in their use. 

Careful analysis of detailed accident reports from many different 
types of plants and over an extended period of time has led safety 
engineers to the condusion that it is within the realm of practical 
possibility to reduce the number of accidents by at least 50 percent 
and to do it economically.^ 

Attacks have been made on all manner of unsafe working condi- 
tions, such as devising less hazardous machinery and processes, 
constructing safety devices for machinery and equipment, provid- 
ing protective attire and devices for individual workers, and elimi- 
nating dangerous dusts and gases. Workers are informed concerning 
their many unsafe acts, and instructed in safe attitudes, positions, 
and practices. 

Many successful safety campaigns have been conducted, notably 
in the iron and steel industry. But the work has to be done over and 
over again and constant vigilance by professionally trained safety 
engineers is required to keep rates down. 

One important source of weakness in the safety movement has 
been, and still is, ineffective factory inspection by state labor depart- 
ments.®* State factory inspectors are generally inadequately trained 
when appointed, and continuous and systematic training and in- 
struction throughout the year is still found in only a few states. An 
adequate and well-trained state factory inspection staff could, if it 
pursued its task diligently, do much to reduce accidents in the 
smaller plants. 

Furdiermore, too often safety does not stay “sold.” Under pressure, 
many employers will react favorably, but when the pressure for 
safety is off, fh^ become backsliders. During the war, considerable 

*2 Acddent-Record MamuA for IndusMal Plants, U.S. Bureau of Labor Sta- 
tistics Bulletin No. 772, 1944. 

®* U.S. Bureau of Labor Statistics, Proceedit^s of the Tioenty-Sirtb Con- 
vention of the Intematkmal Association of Government Labor OgMals, SejOem- 
her 1940, Bulletin No. 690, especially pp. 129-133. 
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pressure was exerted, with some success. But the U.S. Department of 
Labor reported in 1946 that “there is evidence . . . that many estab- 
lishments are giving up entirely or are curtailing the safety work 
initiated during the war ” 

A SUMMARY VIEW OF THE INJURED 

It is difficult to visualize the magnitude of any major problem. 
Statistics do help. But injured men and women are not really num- 
bers in columns, totals in tables. They are people in graves, on beds, 
on crutches, or in wheel chairs. They are scattered far and wide oy^r 
the vast expanse of a large country, and no one sees many of thedd. 
Perhaps a better picture of what the accident figures mean can be 
conveyed by this graphic statement: 

If we could visualize the casualty list from accidents in modem indus- 
try we might see this shocking picture: 34 miles of corpses, lying end to 
end, of those killed in industry; a pile of 12,940 arms and legs capped by 
17,000 lost eyes— a mountain of human flesh sacrificed to the machine. In 
addition we would see an army of some 80,000 permanently disabled 
workers who could never be as useful again. If we could survey all Amer- 
ican industry while it was operating, we would observe 10,000 more be- 
ing injured for every single working day. 

In order the better to visualize the number injured annually in 
work accidents, let us march them before us in a solid column of four 
at quick time as though they were soldiers, passing our reviewing 
stand at the rate of 1000 every 3.5 minutes. It would require slightly 
more than 130 hours for them to pass in review. The review could go 
on without interruption for five days and six nights, or for 8 hours 
per day for 16 days. The dead would pass in 56 minutes, the total 
permanent disabilities in 6 minutes, the permanent partial disabilities 
in Sa hours, and the temporary total disabilities in 1231z hours. Every 
year we could hold such a review of the occupational casualties of 
that year. 

OCCUPATIONAL DISEASES 

An accidental injury is one that generally results from sudden and 
unexpected violence and causes a break in or fracture of some part 

34 Bulletin No. 885, pp. 22-23, 1943. 

35 Emanuel Stein, ]erome Davis, and others. Labor Problems in America, 
Farrar and Rinehart, Inc., 1940, p. 50. 
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of the body, as when a hand is cut off by a buzz saw. Most of the 
casualty list of industry is made up of persons who have been in- 
jured in accidents. But many workers are afflicted with diseases, 
which unlike accidents are usually unknowingly contracted, difficult 
to detect in their beginning stages, and generally, although not al- 
ways, take considerable time to run their courses. 

Diseases which are contracted in connection with one^s work are 
called occupational diseases. In many, perhaps most, cases the same 
disease may be contracted off the job and in some activity not re- 
lated to one’s work. Tuberculosis and anthrax may be offered as 
examples. But most occupational diseases are not common among 
the nonworking population, or the incidence of the disease is 
markedly greater among workers. 

Known in Ancient Times. Occupational diseases are not a 
modern phenomenon, for they have long been known to exist. Pliny 
wrote in ancient times of the “diseases of slaves,” and Georgius 
Agricola described the diseases of medieval miners. The first treatise 
on the subject was written by Bernardino Ramazzini in 1750.^® In 
the past fifty years, however, they have come to assume a new and 
greater importance. New materials and processes have brought new 
diseases, some of them spectacular in character. There has been a 
great increase in the use of poisonous materials in industry and rela- 
tively larger numbers of workers are exposed to the dangers in- 
volved. Women and children have been exposed to the dangers in 
ever larger numbers, absolutely and probably relatively. Poisonous 
materials have generally been put into use before adequate safety 
precautions against their noxious effects could, or would, be de- 
signed and applied. 

Types and Causes. There are many different types of occupa- 
tional diseases, and no standard classification has as yet been estab- 
lished. Some, perhaps most, of the diseases result from the use of 
poisonous materials such as lead, benzene, methyl alcohol, mercury, 
carbon disulphide, nitric and chromic acid, radium, and vanadium. 
Well known among these occupational diseases are lead poisoning, 
which is perhaps the best known, ‘Tiatter s shakes” from mercury, 
zinc “shakes,” and brass “chills.” Other diseases result from germs, 
such as tuberculosis, anthrax, and hookworm. Extreme temperature 

Rosamund Goldberg, Occupational Diseases, Columbia University Press, 

1931. 
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changes lead to- respiratory diseases, rheumatism and lumbago, air 
pressure to the Ijends” among “sand hogs,” and artificial humidity 
when combined with high temperatures to tuberculosis. Carbon 
monoxide, perhaps the oldest industrial poison, since it dates from 
the fSse of fire, and the one that has killed the most people, has taken 
a terrific toll. Improper lighting may lead to spasmodic eye move- 
ments such as miners’ nystagmus or to cataracts and eye infections. 
Dust or fumes containing mechanical irritants may lead to such 
diseases as asbestosis, silicosis, and cancer or ulcer of the skin, liver, 
or eye in the case of pitch, tar, and bitumen. The constant uscji of 
certain parts of the body sometimes leads to neuritis, as in the case 
of telegraphers, stonecutters, and pneumatic drillers. 

Compensation. In the earlier days it was rarely possible to col- 
lect damages for such an injury, not only because of the rigorous 
common-law doctrines prevailing, but also because the responsibility 
for occupational diseases could not so easily be fixed on industry as 
could that for accidents. And where the responsibility could be fixed 
on an industry, it was not easy to fix it on any particular employer, 
or to allocate the responsibility justly among different employers, 
especially in this country because of the marked mobility of Amer- 
icmr workers. As a result, occupational diseases have not until re- 
cently received the careful study they deserve and we have been 
slow to take necessary remedial measures. Writing in 1916, Dr. I. M. 
Rubinow could say that “the study of this problem in this country is 
still in its infancy.”*^ 

None of the first workmen’s compensation laws specifically in- 
cluded occupational diseases among the injuries covered, again be- 
cause of the difiBculty of fixing responsibility and justly allocating 
costs. However, the Massachusetts law was from the beginning con- 
strued to include occupational diseases under the general term 
“injuries”; the Wisconsin law was held to cover occupational dis- 
eases which occurred as the result of a specific exposure; and in 
some states tire courts approved awards in cases where an occupa- 
tional disease contributed to an accidental injury. 

Considerable progress has now been made in including occupa- 
tional diseases in compensation acts, as will be pointed out later. 
Legislation has also been enacted to reduce the hazards involved 

27 Social Intwance, Henry Holt & Conqrany, Inc., rev. ed., 1616, p. 211. 
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in ^ use of dangerous materials and to safeguard working oondi* 
tions. The beginnings have developed of a movement to provide 
safety inspectors who are technically trained in chemistry and bac- 
teriology and whose function it is to detect conditions leading to 
occupational diseases and to correct those conditions. Respons%ility 
is being placed in state public health and hygiene departments 
rather than in labor departments. 

THE COST OF INJURIES 

No one is disposed to deny that the cost of industrial accidents is 
great, even excessively so. Yet no one knows how great the cost is, 
and there is a tendency to exaggerate its extent. Some of the ele- 
ments involved are difficult to define, and it is practically impossible 
to compute the extent to which these elements cause money losses. 

Many separate elements enter into the total cost, which may be 
dassffied as direct and indirect. The direct costs are made up of 
such items as the amount of compensation paid to injured workers, 
the medical and hospital expenses incurred, wages paid to injured 
workers by some employers, administrative expenses borne by em- 
ployers and govenunent which are attributable to accidents, and the 
legal expenses incurred in connection with accidents by employers, 
workers, and governmental bodies. 

The indirect costs consist of such items as the time lost by injured 
workers, by iheir fellow workers who leave (heir tasks to help, look 
on, or merely gossip at the time of the injury, and by supervisors 
who have to handle the details attendant upon an accident, the ex- 
pense involved in first-aid attendants, and die damage and destruc- 
tion to machinery, tools, materials, and other property. 

It is possible to estimate fairly accurately the cost of compensation 
and income loss sufFered through lost time, the damage to machinery 
and other similar costs. But most of the indirect, or hidden, coste 
defy even reasonable estimate. Commenting on the problem, one 
insurance company executive has said: 

It seems to me that there is a lot of conviction in the information on 
probable losses. 1 hear about hidden losses, indirect losses, but the figures 

W. F. Lund, "What’s Wrong With Safely En^eersP”, Safety Engineer- 
ing, August 1947, p. 26. 
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tliat the Engineer presents are always the amount of money paid because 
of daims. Why doesn’t he dig up more facts about the other costs asso- 
ciated with any accident? If there is a loss of time, damage to equipment, 
increased ipaintenance cost, interference with production, why isn’t there 
mcff^evidence in the statistics that he maintains? 

A serious and widely circulated study by Mr. H. W. Heinridi, of 
the Travelers Insurance Company, an outstanding student of the 
problem, made in 1931 gives estimates of the total costs of industrial 
injuries for that time. It is reproduced in Table 56. 

Table 56. Estimated Annual Direct, Hidden, and Total Cost of 
Industrial Acddents in the United States \ 


(In Millions) 


Nature of Accident 

Direct 

Hidden 

Total 

3,000,000 compensable injuries at $246 
each, including 25,000 fatalities 

$738 

$2952 

$3690 

87,000,000 minor injuries at $2 each 

174 

696 

870 

900,000,000 no-injury accidents at $0.50 each 

. • • 

450 

450 

Total annual cost 

912 

4098 

5010 


The total annual cost was estimated at $5 billion, nearly $1 billion 
direct and the remainder hidden or indirect. Approximately 75 per- 
cent of the direct cost was allocated to compensable injuries. The 87 
million minor, or no-lost-time injuries were estimated by applying 
a ratio of 29 minor to 1 serious injury, a figure arrived at in a careful 
study in the manufacturing industry, and the 9(X) million no-injury 
accidents were estimated by applying a generally accepted ratio of 
300 to 1, and roughly $1 billion of the total cost was allocated to them. 
The direct compensable cost of $246 per injury was estimated by 
the U.S. Department of Labor, and the hidden or indirect cost of 4 
times that much was based on a study of a random sample of 10,000 
cases taken from the files of the Travelers Insurance Company. 

Despite the fact that this widely accepted study was made by a 
careful and competent student and based on &e best data available, 
the total cost appears to be greatly, if not grossly, exaggerated. The 

*• H. W. Heinrich, Proceedings of the Seventeenth Annual Meeting of die 
International Association of Industrial Accident Boards and Commissions, U.S. 
Bureau of Labor Statistics Bulletin No. 536, pp. 171-179, 1031. 
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estimated costs per injury are probably reasonably accurate. No one 
could seriously dispute a direct cost of $2 per minor injury and $0.50 
per no-injury accident, although one might question whether the 
same ratio of direct to indirect cost applies. It is the number of in- 
jiuies used in the computations that appears to be exaggerated. 

Assuming for 1929, the peak year before the depression, a working 
force of 45 million, employed 50 hours per week for 52 weeks, we 
get an exposure of 117.0 billion hours. In other words, if every person 
then dassed as “gainfully occupied” was employed full time, the 
exposure would have been 117.0 billion hours. However, allowance 
must be made for about 1.5 million unemployed, and for short time. 
The latter may conservatively be estimated at 20 percent of the total, 
averaging h^ time. Actual exposure was probably nearer 110.0 
billion hours, and was probably less than that. The injury frequency 
rate may be estimated at 20 per million hours of exposure. The total 
number of lost-time injuries would, under these assumptions, have 
been 2,200,000. Accepting the standard ratios of 29 no-lost-time 
injuries to 1 lost time, and indirect costs four times as much as the 
direct, the Heinrich estimate would appear to be at least 30 percent 
too high. 

The U.S. Department of Labor estimated that for 1945, lost-time 
injury accidents cost 218 million man-days, including the standard 
time charges for death and permanent disability. There were 2 
million lost-time injuries that year.^*’ Assuming that each of these 
involved a direct cost of $400 instead of $246, and indirect costs 4 
times as much, the total cost of this item would be $4 billion, which 
is only $310 million more than the Heinrich estimate for some 15 
years before. The labor force was at least 40 percent greater in 1945 
than in 1929, and weekly hours worked about 20 percent less. 
Employment was as full as in 1929 and more mechanized. One 
would expect a greater difference in cost, if the early estimates are 
correct. 

The National Safety Council estimated the direct and hidden 
cost of lost-time occupational injuries in 1946 at $2.4 billion. Minor 
injury and no-injury accident costs are in addition, but no estimate 
of them was given.*^ 

•® Monthly Labor Review, March 1946, p. 411. 

W. C. Tames, “Looking Back on 1946,” Nationei Safety News, August 
1047, p. 56. 
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COMPENSATION FOR OCCUPATIONAL INJURIES 

The cost of occupational injuries must be borne by someone. Too 
often it has been borne mostly or entirely by the injured worker and 
his dependents. Generous employers and philanthropists have in the 
past done something to alleviate the suffering and distress of those 
injured, but generosity cannot be expected to do much, certainly 
not enough. There must be legal recourse for damages suffered. 

A system of common law grew up in Anglo-Saxon countries 
which was designed in part to do justice as between the injured 
person and his employer. Perhaps it was adequate for a nmple 
economy, although one may well doubt it. Legislative modifications 
of the common law attempted to make adjustments called for by 
changes in business organization and productive techniques, \rhis 
is called employers’ liability legislation. But it also proved to be 
inadequate. An entirely new system, called workmen’s compensation, 
was then devised. All three still exist. 

The following chapters will deal with the problems of compensat- 
ing occupational injuries according to the various systems. 



CHAPTER FIFTEEN 


THE COMMON LAW AND EM- 
PLOYERS’ LIABILITY LAW 


Ever since the workingman achieved personal freedom, the com- 
pensability of injuries suflFered in the employment of others has been 
determined in accordance with some legal pattern, although no 
pattern of law has ever fully compensated him for his losses. In this 
chapter, we shall trace in broad outline the pattern as it had 
developed before modem workmen’s compensation legislation was 
enacted. 


THE COMMON LAW 

The legal relationships between employer and employee regard- 
ing compensation for injuries before our present system of work- 
men’s compensation was established were determined by the 
common-law doctrines of reasonable care, assumption of risk, con- 
tributory negligence, and coservice. Another common-law rule 
limiting recovery was the general maxim that a right to damages 
for personal injury died with the person injured. That rule was 
abolished by “wrongful death statutes” which gave personal repre- 
sentatives of fatally injured persons any right that the deceased 
might have had to sue for damages, and by supplemental acts con- 
ferring the same right, under special circumstances, to other than 
personal representatives. 

The common law is still the basis for determining liability in a 
relatively small segment of the economy. That is generally true in 
agriculture and domestic service. Employers’ liability laws, which 
will be described later in this chapter, have modified the common 
law to an appreciable extent, especially in mining and railroading. 
The co mm on law as modified by employers’ liability and safety 
laws, is applicable to injuries exempt from the coverage of wotk- 
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men's compensation legislation, of which there are still substantial 
numbers. Workmen’s compensation will be described in the follow* 
ing chapter. 

Duties of the Employer. According to the doctrine of reason- 
able care, it is the master’s duty to exercise reasonable care and 
diligence in providing and maintaining a safe place in which to 
work, safe machinery, tools and materials, inspection and repairs, 
suitable, competent, and sufficient fellow workmen, to establish and 
enforce rules and regulations, and to warn of hidden or unusual 
dangers known to him but not to the servant. < 

It should be noted that by reasonable care and diligence is nieant 
common or usual or average care and diligence, and the phrase ^oes 
not imply any model or superior standard of training or condud|t or 
equipment. A workshop might be quite unsafe, but if it is no more 
so dian most others of its kind, the master is not thereby guilty of 
negligence. Machinery need not have safeguards unless safeguards 
are conunon. And it is presumed that anyone who applies for work 
is competent, unless the master knows or could reasonably be 
erqrected to know that the applicant is not competent The master’s 
negligence is never presumed; it must be proved by the plaintiff. 

For an injury resulting from failure or neglect to perform any part 
of this duty, the master is liable for damages, whether the failure 
or neglect is his own or that of one to whom the performance of this 
duty has been delegated. The liability is for die full amoimt of 
damage suffered, in contrast to the limited liability imposed by 
modem workmen’s compensation laws. 

The Employer's Defenses. However, negligence on the em- 
ployer’s part does not automatically and absolutely assure die in- 
jured worker of damages, for the employer has certain defenses 
which he can plead, even though he was himself negligent. 

Assumption of Risk. The servant assumes all the ordinary risks 
and hazards inherent in, incident to, or attendant upon his employ- 
ment; that is, all those risks and hazards of his employment whi^ 
are purely fortuitous or open to common observation and are as 
fully known to him as they are to his master, or which he is, or may 
seasonably be expected to be, capable of knowing and measuring.^ 

1 ‘The maxim volenli non fit infuHa is a terse expression of the individual- 
istic tendency the common law, which, proceeding from tbe people and 
assarting didr liberties, naturally regards the freedom of individual actkms as 
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Although it is the employer’s duty to furuish a reasonably safe 
vt'orkplace, machinery, tools, and materials, yet if any of these are 
deficient or defective and the employee knows or should know of 
the deficiency or defect, and appreciates or should appreciate the 
consequent danger, but nevertheless continues in the employment 
without any promise on the part of his employer that the situation 
will be remedied, or continues for more than a reasonable time with 
that promise, he is deemed as a matter of law to have assumed the 
risk of injmy from such deficiency or defect. In such cases, the 
employer is not liable for any negligence of which he himself may 
have been guilty. Extraordinary risks are assumed only if they are 
known to and appreciated by the servant. 

A good, although somewhat extreme, example of how badly the 
rule works in some cases comes from New York. A girl worked for 
a candy company for some six months in the latter part of 1924, in 
a “damp, unsanitary, unventilated cellar,” where she contracted 
tuberculosis. Suing for damages, she was awarded a verdict of 
$2000 by a trial court, which award was reversed by a higher court 
The judge in his opinion said: ® 

The plaintiff was fuUy aware of the conditions under which she worked, 
and continued in the employment from June to December in spite of such 
knowledge. It is from her testimony that we learn that the walls of the 
cellar were wet to the touch; that a cesspool badced up liquids which wet 
the floor; that the cellar was devoid of windows to light or air it; that 
dAa H rats were left about; that the odors were vile; that no fires were tept 
in the upstairs room; that the plaintiff worked in a drafty place; that the 
upstairs room was damp. It is common knowledge that such conditions 
are deleterious to health. The plaintiff was chargeable with such knowl- 
edge. We that the plaintiff, as a matter of law, assumed the risk 
attendant upon her remaining in the employment, and that the recovery 
may not stand. 

Two reasons are usually offered in justification of this doctrine: 
first that, knowing he will be exposed to these risks, the servant in 
dEect contracts to bear them, and that presumably they are reflected 
in a higher rate of pay; second, that it best promotes the public 
invest by making injuries less liable to occur to the servant himself 

the keystone of the whole structure.” Francis H. Bohlen, Studies in the Imo of 
Torts, The Bobbs-Marrill Company, 1926, p. 441. 

* Wager v. White Star Candy Co,, 21? N.Y. Supp.» 173. 
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and to third persons.® The first reason has some truth in it, but the 
correlation between wages and dangers is not especially high, and 
varies with changing conditions in the labor markets. There is prac- 
tically no truth, if indeed there is any at all, in the second reason. 
It has not been found that modem compensation laws, under which 
the doctrine of assumed risk is completely discarded, have made 
workers any less anxious to avoid accidents. Mechem says the real 
reason is that under the common law a loss must rest where it falls 
unless it can be attributed to the fault of someone else, and the 
risks here concerned cannot be attributed to the fault of the majster.^ 
That makes some sense, although it may seem rather harsh or un- 
fortunate or primitive sense. \ 

Inexperienced workers and infants who are incapable of under- 
standing and appreciating the risks of their employment do \not 
assume those risks. Nor do seamen and convicts, on the ground mat 
they cannot quit their jobs at will and can be punished for failure 
to continue at their work. 

Contributory Negligence. It is a general rule of the common 
law, applicable to cases of industrial injuries, that where the plain- 
tiflT s negligence in conjunction with that of the defendant contributes 
to his injury, the plaintiff cannot recover damages. Three degrees 
of negligence were at one time recognized: slight, ordinary, and 
gross. Slight negligence on the part of the injured worker did not 
bar recovery, but ordinary negligence did, even though the worker s 
negligence was less than that of the employer. Of course, if the em- 
ployer s negligence was willful or wanton, the injured worker could 
recover even though he himself was guilty of ordinary negligence. 

This "academic” classification of negligence into three degrees 
came to be ignored, and the general rule now is merely that there 
is negligence when "the care, diligence or skill demanded by the 
peculiar circumstances of the particular case” have not been exer- 
cised. The difference between this and the previous rule is not easily 
evident, for the courts must still consider the extent to which both 
parties exercised due care. A worker who at the express command of 
the master incurs a danger which is not so inevitable or imminent 
that an ordinarily prudent man would refuse to incur it and is as a 
result injured, is not guilty of contributory negligence. 

^ Dow V. Kansas Pac. Rly. Co., 8 Kan. 642. 

^ Floyd R. Mechem, Mechem on Agency, Callaghan & Company, 1923, vol. 
i,pp. 1210-1211. 



COMMON LAW AND EMPLOYERS' LIABILITY LAW 305 

Courts have generally held that contributory negligence is an 
afiBrmative defense and that it must be pleaded and proved by the 
employer if it is to serve as a bar to recovery of damages. Where 
no evidence is introduced on this point it is assumed as a matter of 
law that there was no contributory negligence. 

The doctrine of comparative negligence, which is briefly that 
where both employer and employee are guilty of negligence con- 
tributing to an employee's injury the worker may recover propor- 
tionate damages, provided his negligence is less than that of his 
employer, is part of the common law in only a very few jurisdictions. 
In some others, it has been introduced into the body of law by 
statute. 

The doctrine of the "last clear chance”, which is an exception to 
the doctrine of contributory negligence, is generally accepted. 
According to this rule, the test of wrongful conduct is that if just 
at the very moment when an accident occurred or became inevitable 
only the master had power to prevent it and neglected to do so, 
then the legal responsibility is his alone. 

The prevailing view in this country is that the master is liable 
only if he himself was conscious of the servant s danger in time to 
have been able to avoid the injury by exercising ordinary care and 
the servant was either unconscious of the danger or if conscious of 
it then unable by exercising ordinary care to have avoided the 
injury. A few courts have followed the English version holding the 
master liable even though he was unconscious of the danger, pro- 
vided he could have been conscious of it in time to avoid the injury 
had he exercised reasonable care. 

The defenses of assumption of risk and contributory negligence 
are separate and distinct. The former arises from the dangers in- 
herent in an employment, while the latter arises from neglect on the 
part of the worker to perform a duty, which neglect aggravates or 
creates a danger. The former involves a question of contract, the 
latter a question of conduct. They tend to lose their identity and 
merge into one, however, where dangers are so obvious, imminent, 
and appreciated that ordinarily prudent workers refuse to assume 
them, but where many workers do habitually assume them and 
ordinarily prudent men under the stress of necessity assume them 
for extra pay. 

Fellow Servant Doctrine. The widest common-law principle 
governing liability is that every person shall be liable to others only 
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when he is at fault. The rale of respondeat superior, which holds 
that the master is vicariously liable to a tiiird party for the wrongful 
conduct of his servants in the furtherance of the master’s business— 
i.e., railways to their passengers for the misconduct of their servants— 
is an exception to this wider principle. Before 1837, the rule of 
respondeat superior protected servants as well as third parties. But 
a line of cases beginning in 1837 with the English Case of Friealy 
v. Fowler laid down the fellow servant rale.® 

In Murray v. South Carolina Railway Company, an American case 
decided in 1841, it was held that respondeat superior did not abply 
to cases of this kind, but the decision was divided, did not become 
well known, and did not settle the question.® The question nrst 
received mature consideration in Farwell v. Boston and Wooster 
Railway Company, 1842.^ There it was decided that the rale did 
not apply; and the fellow servant rale that employers are not liable 
for injuries caused by the negligence of fellow servants was firmly 
established in American law. However, the reasons given in justifica- 
tion for the rule are not convincing, and decisions as to what con- 
stitutes the test of common service are conflicting and irreconcilable. 

How the judicial mind viewed the fellow servant doctrine is 
clearly revealed by a Kansas opinion handed down in 1871.® Dow, a 
railroad brakeman, was injured while coupling freight cars, allegedly 
because the conductor carelessly, negligently and unskillfully con- 
ducted the train, and he sued for damages. He alleged everything 
necessary to recover except he did not allege that the railroad was 
negligent in employing or retaining the conductor whose action 
caused the injury. An elaborate and able brief was prepared by the 
defense. The action was apparently instigated by &e company for 
the mere purpose of getting the fellow servant rule established in 
Kansas. The court specifically noted that more solicitude was enter- 
tained concerning the question involved and in the precedent to be 
established than concerning the case itself, and implied that the 
defense was responsible even for the presentation of the plaintiff's 
case. 

In an exceedingly brief opinion, considering the importance of 
the question involved, the Court held for the company. ‘It is prob- 

8 3M.&W. 1, 1837. 

« 1 McMtiQ., L.S. Car. 385, 36 Am. Dig. 268, 1841. 

T4Metc. 49. 38 Am. Dec. 339. 

B Dow V. Kanm Pacific Bhf. Co., 8 Kan. 642, fdbwtag die Faxwdl case. 
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able,” said ibe Court, "that both audiority and reason are with die 
defendant.” Why so? Because it is the "policy of the law to make it 
to the interest of every servant or agent of the railroad company to 
see that every odier servant or agent of the company is competent 
and trustworthy.” Workers are in the best position to know who is 
incompetent and careless, and either they should inform the com* 
pany "of every act of any other employee showing a want of skil], 
care or competency,” or they should quit. If an employee is wOling 
to work with an incompetent or untrustworthy fellow worker with- 
out informing the company, "let him bear the consequences.” And 
if he is willing thus to endanger the lives of other human beings, 
"he deserves punishment.” This reasoning showed but little under- 
standing on the Court’s part of modem industry and of the position 
occupied in it by the worker. 

If an injury to a worker results from the combined negligence of 
the employer and of a fellow servant, the employer is liable unless 
his negligence was remote, but he is not liable if the fellow servant’s 
negligence would have caused the injury even had the employer 
not been negligent. 

For the negligence of a mere fellow servant, the master is liable 
only if he employs the servant without due inquiry as to his fitness; 
or employs him with notice of unfitness; or, having notice of unfit- 
ness, continues him in his service; or where the servant’s unfitness is 
so gross and notorious that for the master not to know it constitutes 
negligence. In short, there is almost no liability whatsoever. 

Superior Servant Rule. Because in modern industry there are 
so many grades of labor, it was inevitable that in applying the 
fellow servant doctrine it would frequently be difficult to determine 
who are fellow servants. The Superior Servant rule was developed 
by some courts as a solution of these difficulties, although in most 
states where it prevails the rule was introduced by statutory enact-' 
ment 

Two theories underlie the cases involving the rule. The first is that 
the doctrine of common employment is sometimes not applicable! 
simply because the negligent servant was of a higher grade thamthe: 
injured servant, irrespective of the nature of the negligence involwedr. 
the second is that the doctrine does not apply when the ne^Igmtt 
employee, irrespective of his actual rank, was at the time pa&n n-- 
ing some task which it was the mastin's absolute duty to^pnofami' 
with reasonable care. In the latter case, the negligence ofiaivice- 
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principal in performing a task which is not a part of the employer’s 
duty to perform is the negligence of a fellow servant. 

TTius under the first rule a park superintendent whose negligent 
driving of a team or a truck caused injiuy to a worker would supply 
that worker with a right of recovery against the city, because the 
superintendent belongs to the managerial class of employees. Under 
the second rule there would be no right of recovery, for although 
the superintendent belongs to the managerial group, the task of 
driving a team or truck is not a managerial function and a super- 
intendent who is performing that task is at the time a simple Work- 
man, a fellow servant along with the others. The second rule, which 
is a functional one, seems to be the more realistic and on the whole 
the more just, or the less unjust, of the two. t 

Thus under the common law, three elements are essential to the 
existence of actionable negligence on the part of the employer; ( 1 ) 
a duty on the employer s part, expressed in the doctrine of reason- 
able care, to protect the worker from the injury he received, which 
implies knowledge by the employer of the danger and also power 
to prevent injury, and which also implies realization on his part that 
the employee did not appreciate or was not likely to appreciate the 
danger; (2) a failure of the employer to perform that duty; and (3) 
an injury caused by that failure. All three elements must be proved 
by the injured worker, and the absence of any one of them bars 
recovery. The employer has the three powerful affirmative defenses 
of assumption of risk, contributory negligence, and coservice. 

MODIFICATIONS OF THE COMMON LAW 

That framework of law was too narrow and rigid for a complex, 
expanding, and changing economy. The judiciary found it impossible 
qt impracticable to modify the law adequately, and statutory changes 
became necessary. The changes introduced by legislatures are 
known as employers’ liability laws. Strangely enough, some states 
enacted laws which were merely declaratory of the common law 
prevailing at the time.® 

® See C. B. Labatt, Master and Servant, Lawyers’ Co-operative Publishing 
Company, 1913, vol. v, chap. Ixxiii. However, it has been said that such legislation 
has had the effect of putting whatever rights the worker had under the common 
law in that class of rights which cannot be contracted away and thus protects 
employees against coercive contracts of employment, such for example as an 
agreement to assume certain risks as a condition of employment. 
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The FeUow Servant Doctrine. Most of the legislation was con- 
cerned with the abolition or modification of the fellow servant doc- 
trine, and most of it was applicable only to extra-hazardous occupa- 
tions such as railroading and mining. 

Early Laws, The first legislation modifying the common-law 
doctrines abolished the fellow servant defense for certain classes of 
employers, these being nearly always railroad companies. And the 
very first of these acts was passed by Georgia in 1855 for railroads. 
It reads; "Railroad companies are common carriers, and liable as 
such. As such companies necessarily have many employees who 
cannot possibly control those who should exercise care and diligence 
in the running of trains, such companies shall be liable to such 
employees as to passengers for injuries arising from the want of 
care and diligence.” 

Seven years later, in 1862, Iowa followed suit. By 1900, seven 
other states had taken similar action.'^ Most of the other states sub- 
sequently passed similar acts, or had already enacted more restric- 
tive legislation of a type which will be discussed further on. Some 
states have also abolished the doctrine in the mining industry.^^ 
Federal legislation in 1908 and later modifications, which will be 
described below, have in effect abolished the fellow servant doctrine 
for practically all railroad employment.^® 

The English Employers Liability Act and American Laws, In 
1880, England passed an Employers’ Liability Act which influenced 
American legislation. That act abolished, except for seamen and 
domestic servants, the fellow servant doctrine where an injury 
resulted from defective ways, works, machinery, or plant; the negli- 
gence of any superintendent or foreman in the exercise of the 
employer’s function; any act or omission by an employee in obedi- 
ence to the employer’s rules or bylaws or instructions; the negligence 
of any employee in charge of railway signal points, locomotive 
engine, or train. But in order to recover damages it was necessary 
to $how that the employer or his vice-principal had been guilty of 
negligence; and if the worker knew of the defect or negligence 

10 Georgia Laws of 1855, chap. 155. 

11 Wyoming, 1869; Kansas, 1874; Wisconsin, 1875; Minnesota, 1887; 
Florida and North Carolina, 1897; and Missouri, 1899. 

12 Arkansas, Missouri, and Oklahoma. i tt o r- 

12 A Federal act of 1906 was declared unconstitutional by the U.S. Supreme 
Court because it was construed to apply also to injuries in purely intrastate com- 
merce. Employers* Liability Cases, 207 U.S, 463. 
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which resulted in his injury, then he must not have failed, within 
a reasonable time, to inform the employer. Damages were lixnited 
to a maximum of three years’ earnings. Notice of injury had to be 
given within six weeks, action commenced within six months in case 
of injury, and within 12 months in case of death unless the judge 
accepted a reasonable excuse. 

Ten American states had passed laws modeled on the English act 
by 1911. Alabama led off in 1885 and Massachusetts followed suit 
in 1887. Colorado and Indiana enacted their laws in 1893, although 
the Indiana act applied only to corporations. Laws were passed by 
New York in 1902, Pennsylvania in 1907, Oklahoma in 1907 or 1908, 
New Jers^ and Maine in 1919, and Vermont in 1910. \ 

It should be noted that the doctrine of nondelegability of me 
employer s duties, which is specifically set forth in the English act 
and state acts modeled on it, has been developed independently nf 
statutes by most American courts. The specific provision barring 
recovery in cases where the injured worker knew of the defect or 
negligence which caused his injury has not in general operated as 
a new defense for the employer, for it was already available in the 
assumption of risk doctrine. Time limitations have generally been 
held to bar recovery under the statutes, but of course injured 
workers could still sue under the unmodified common law— subject, 
that is, to the employer s defense of fellow servant. In general the 
acts have been liberally construed by American courts. 

The "*Superio/* Servant Approach, The fellow servant doctrine 
has been modified, although not altogether abolished, in many states, 
and here again mostly for common carriers. These modifications 
consist of making a distinction between “superior” and “fellow” 
servants, the former generally being those who perform duties of 
the employer. The fellow servant defense cannot be pleaded where 
any injury results from the negligence of a superior servant in the 
performance of an employer’s duty. Most of these laws also establish 
the "departmental rule,” which is that employees in departments or 
divisions not closely related in actual operation^ are not fellow serv- 
ants even though they have a common employer. It should be 
noted that these two modifications were also developed by many 
courts quite independently of statutory enactments. The laws also 
generally provide that knowledge by an employee of any defect or 
ne^igence is not a bar to recovery. 

The first of these acts was passed by Montana in 1878, while she 
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was still a territory, and seven years before the English Employers’ 
Liability Act of 1880. It was declared unconstitutional, however, on 
the ground that it imposed a greater burden upon domestic tiban 
upon foreign corporations.^^ The Montana law applies to railroads 
and mining, and the Oregon law to railroads and construction. The 
Utah and California laws apply to all employers and thus have the 
same general effect as the English Employers’ Liability Act and of 
American acts modeled after it 

Colorado has the distinction of being the only American state 
which by an employers’ liability law completely abolished the 
fellow servant doctrine in all employments, including even agricul- 
ture and domestic service. The act was passed in 1901.^® Pennsyl- 
vania in 1938 enacted a law which provides that any injury suffered 
in the course of employment not covered by workmen’s compensa- 
tion is presumed to be the result of the employer’s negligence, and 
declarations, remarks and utterances made by an injured employee 
within 12 hours after his injury are admissible as competent evi- 
dence. But the act was held invalid by the courts. 

Contributory Negligence and Assumption of Risk. The doc- 
trines of contributory negligence and assumption of risk have not 
been abolished or appreciably modified by employers’ liability acts. 
In a few states, they have been modified by express provisions in 
safety legislation applicable for the most part to railroads. Some 
states have defined what risks are assumed, and all others are not 
assumed unless the injured worker knew of them and failed to in-» 
form the employer or his vice-principal within a reasonable period 
of time. Virginia abolished the assumed risk doctrine altogether for 
railroads. A good many acts have modified the doctrine of contrib- 
utory negligence, again largely for railroads, by providing that 
where the employee's negligence contributes to his injury, damages 
shall be reduced in proportion to his negligence. This is known as 
the doctrine of comparative negligence. 

Tlic Federal Employers^ Liability Act. The great variety in 
state laws affecting interstate milroads led Congress to establish 
uniformity by enacting in 1908 the Federal Employers’ Liability 

Criswell v. Montana C. R. Co*, 1896, 18 Mont. 167; 44 Pac. 525, By 
1910, nine States had such laws: Miss,, 1890; Ark., 1893; S. C., 1895; Utah, 
1896; Va., in her Constitution; Ore., 1903; Mont, 1903; Calif,, 1907; Ohio, 1909. 

Colo. Laws of 1901, chap. 67. 
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Act. One major provision of the Act is that where an injury partly 
results from the carrier's violation of a law enacted for the safety of 
employees, the defense of contributory negligence is not available. 
A second major provision is to introduce the doctrine of compara- 
tive negligence in cases of injury not involving the carrier s violation 
of safety acts. The injured employee's own negligence is weighed 
in determining the amount to be awarded. The third major pro- 
vision is to abolish the doctrine of assumed risk in all cases where 
the employer's violation of a safety law was partly responsible for an 
injury. This Act takes precedence of state acts applicable to rail- 
roads where the injury was incurred in connection with interljtate 
commerce. 


SAFETY ACTS 

Further and important modifications of the common law have 
been made by courts in their interpretation of safety acts which do 
not themselves expressly modify those doctrines. The experience of 
one state will serve as an example of this trend. 

Kansas enacted safety legislation for coal mines in which no spe- 
cific mention is made of the common-law defenses. It is reasonably 
certain that the legislature was concerned in this legislation with 
preventing accidents by compelling operators to take specified safety 
precautions and not with modification of the common-law rules of 
liability for damages. 

As interpreted by the Southern Department of the Kansas Court 
of Appeals in 1896, the law was held not to abolish the defenses of 
assumption of risk and contributory negligence.^® Later, however, it 
was held that these defenses were abolished. In 1908 the State Su- 
preme Court held that "A miner, in performing the work assigned 
to him, although bound to exercise due care for his own safety, may 
assume, in the absence of notice to the contrary, that the owner and 
the overseer have performed their duty. . . .” And still later the 
Supreme Court held that the law ^^in effect debars the defense of 
contributory negligence"; that it "entirely shifts the risks of the em- 
ployment from the laborer to the employer. Care for his own safety 
may impel a miner to watch for treacherous mine roofs, but he is 

Cherokee 6 P. Coal 6 Mining Co. v. Biitton, 3 K.A. 292; 45 Pac. 100. 

BatrOtt V. Dessy, 78 Kan. 642, Syl. 4. 
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not legally required to do so. . . That the law abolished the 
defense of assumption of risk was definitely settled in 1913.^® 

Kansas also passed a Factory Act, which requires that elevators, 
hoisting shafts and well holes be secured, that stairways be equipped 
with handrails and secured at the sides and ends, that certain doors 
open outward and be kept unlocked, that fire escapes be installed, 
and that dangerous machinery and appliances be guarded where 
practicable. A right of action for damages is given in case of injury, 
and in order to recover damages it is only necessary to prove in the 
first instance that the accident resulted from or was directly con- 
tributed to by the failure to provide the safeguards required by 
law.^® No specific mention was made of the common-law defenses, 
and there seems to be no good reason for believing that the Legisla- 
ture had those defenses in mind. 

Just what modifications this act was to make in the common law 
did not become evident for some time. As early as 1906, three years 
after it was enacted, the Kansas Supreme Court, following what it 
considered to be well-settled law, held that the factory act did not 
exclude the defense of contributory negligence.^^ At that time the 
question of assumption of risk was not involved, and so, though 
mentioned and discussed, was not decided. Some lower courts, how- 
ever, proceeded on the theory that the common law of assumed risk 
was in no way affected.^- 

In 1907, the question of whether the factory act did or did not 
abolish assumption of risk was squarely before the State Supreme 
Court.^® An exhaustive inquiry was made and great difference of 
judicial opinion noted. In the leading case holding that such acts do 
abolish the rule. Judge Taft had argued that since assumption of 
risk is a term of the employment contract, to allow it where a safety 
act exists is essentially to waive the benefits of the statute, and that 
considerations of public policy will not permit such a waiver to be 
given effect.^^ The Kansas Supreme Court had already accepted 

Baisdrenghen v. Ry, Co., 91 Kan. 730. 

Cheek v. Ry. Co., 89 Kan. 247, 267-268. 

20 Laws of Kansas, 1903, chap. 356. None of its sections was borrowed 
from any other state, and this left the Supreme Court free to follow its own 
ideas in interpreting it. 

21 Madison v. Clippinger, 74 Kan. 700. 

22 Ibid.; also Manufacturing Co. v. Danieb, 72 Kan. 418. 

22 Manufacturing Co. v. Bloom, 76 Kan. 127. 

2^ Narramore v. Cleveland, C.C. 6- St. L. Ry. Co., 96 Fed. 298. 
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tliese general propositions.^^ But it had never before had occasion 
to apply them. It now held that in Kansas assumption of risk could 
not be pleaded in cases involving a violation of the factory act.*® 
Three years after it had interpreted away the assumption of risk 
defense, the Court again considered the question of contributory 
negligence. At that time the general rule was that factory acts did 
not abolish this defense, and in conformity with that rule the de- 
fense had previously been held available.*^ But judicial opinion 
throughout the country was undergoing a change, though that 
change had not as yet proceeded very far.*® The Kansas Court Iwas 
by that time satisfied of the injustice of the general principle and\fell 
in with the new trend by reversing itself and holding the defense^ no 
longer available.** The Coiut saw clearly the inadequacy of the 
conunon-law doctrines as applied to modern industry. These doc- 
trines, it said, '"took their rise at a time when shoes were made at the 
bench, the weaver had an apprentice or two, and the blacksmith a 
helper.” But “common experience everywhere, registered in tables 
of gruesome statistics, affords fresh demonstrations every day of the 
inadequacy of the common-law doctrine of reasonable care to pro- 
vide places and instrumentalities reasonably safe against foreseeable 
occurrences to meet the situation of men, women and children who 
must manipulate, and must work in the midst of, the mechanical 
products of modem inventive genius.” And again; “The factory act 

25 The first in Railway Co, v. Bancord, 66 Kan. 81; the second in K, P. Ely. 
Co, V. Reavey, 29 Kan. 170. 

2« Manufacturing Co. v. Bloom, 76 Kan. 127. 

27 Madison v. Clippinger, supra. 

28 Labatt, op, cit., vol. 5, p. 5047. 

28 Caspar v. Lewin, 82 Kan. 604. Just three months before, the Court had 
remarked mat “The statute . . . fairly admits of a construction which would 
exclude contributoiy negligence as a defense as well as assumed risk, but does 
not do so expressly, and the courts have presumed that such was not the intent 
and have permitted the common-law defense.” Lewis v. Sdt Company, 82 Kan. 
163, 167. 

88 Caspar v. Lewin, pp. 631-^32. Three years later the Court said: “The 
doctrines of assumption or risk and contributory neglig^ce are not the creatures 
of any constitution or of any legislative enactment. They are court-made rules, 
invented to meet certain ideals of justice respecting certain social and economic 
conditions and relations. Should the conditions and relations be completely 
changed, and those ideals wholly fail of realization, the reason for the rules, 
is4iich is the life of all rules of the common law, would then be wanting, and the 
court whidb would go on enforcing them would be a conscious minister of injus- 
tice and not of justice.” Burgin v. Railway Co,, 90 Kan. 194, 198, 1913. Too many 
oourts were for too mai^ years conscious ministers of injustice. 
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cuts squardy across the common-law doctrine of reasonable pru- 
dence and supplies that foresight in reference to the places, s^c- 
tures and appliances which it specifies,” and “to submit to a jury the 
question of prudence and foresight where the law has been ignored 
(by the employer) would be to reopen a subject which the legisla- 
ture has closed by a final decision.” It is interesting to note that 
the original bill for the factory act contained a provision, eliminated 
by amendment, excusing an employer guilty of gross negligence if 
he could prove equal negligence on the part of the injured worker.®^ 


SEAMEN 

Seamen are generally employed under conditions that differ con- 
siderably from those under which most other people work. For the 
duration of a voyage, they live on their vessel and movement from 
that vessel while in port may be restricted. The master exercises 
absolute authority and dangerous assignments must be carried out 
by seamen ordered to do so. There is rarely a doctor aboard, and in 
cases of illness and injury the seaman is given what amounts to little 
more than first aid and is put ashore at the next port if that becomes 
necessary.^® 

Under Common Law, One of the ancient rights of disabled sea- 
men is the right to maintenance and cure and wages. Any seaman 
who is injured or becomes ill while in the service of the vessel is 
entitled to maintenance and medical care until well. If there is a 
U.S. Marine Hospital available, the seaman is cared for there at no 
cost to himself or to the shipowner, otherwise the case is at the ex- 
pense of the shipowner. If the injury or illness is the result of the 
seaman s willful misconduct, or if his negligence or drunkenness is 
the major cause, then he is not entitled to maintenance and cure. 
The seaman is entitled to wages for at least the duration of the voy- 
age for which he signed, even though he is unable to work. 

The shipowner is required to use the same “reasonable” care in 
regard to the protection of his seamen that other employers are re- 
quired to observe under the common law. An injured seaman has 
&e right to sue for damages, in addition to the right of maintenance 

Caspar v. Lewin, 624, 625, 629. 

*2 Senate Bill No. 4, Session of 1903. 

22 For a fuller description, see U.S. Bureau of Labor Statistics, Workmen's 
Compensation and the Fratecti^ of Seamen, Bulletin No. 869, 1946, diap. 1. 
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and cure and wages. But the injured seaman must, in order to re- 
cover, prove that the vessel was not "seaworthy.” Under the common 
law, the shipowner had the defenses of assumption of risk and fel- 
low servant, including superior o£Eicers except perhaps the master 
of the ship, and contributory negligence. In cases of death, recovery 
was not possible because the common-law rule that action for a per- 
sonal injury lies with the injured person was not abolished by statute 
for seamen until relatively recently. 

The Merchant Marine Act. Considerable relief has been granted 
recently by legislation. The same rights and remedies available -to 
railway workers under the Federal Employers* Liability Act of 19^8 
were given to seamen by the Merchant Marine Act of 1920, knowti 
as the “Jones Act.” The fellow servant rule was abolished. If the in- 
jiuy results from failure of the employer to obey safety laws, the 
defense of contributory negligence is not available. If the injured 
employee is guilty of contributory negligence, and the employer has 
not violated safety statutes, the doctrine of comparative negligence 
is applied and damages are scaled down in proportion to the in- 
jured employee’s negligence. The defense of assumption of risk is 
not available if the employer has violated safety statutes. In case of 
death, the right to damages is transferred to the deceased worker s 
personal representatives. The seaman must still prove that his injury 
resulted from negligence on the part of his employer, and not merely 
that the ship itself was "unseaworthy.” 

But the shipowner s liability is limited. Under old law, in cases 
of shipwreck or other major calamities, the owner’s liability was 
limited to the amount of his interest in the ship and its cargo after 
the calamity, if he did not have knowledge of the unseaworthiness 
of the vessel or of incompetency on the part of any member of the 
crew. But in 1935, the Congress amended the law to make a ship- 
owner liable to: (a) the value of his interest in the ship and cargo 
immediately after the wreck, or (b) $60 per gross ton of the vessel, 
whichever is the greater. This has substantially increased the owner’s 
liability to injured seamen. 

Attempts have been made to secure the enactment of workmen’s 
compensation legislation for seamen, but without success.®^ The 
seamen themselves, through their union, at one time attempted to 

See ibid* for discussions of these attempts and for recoveries under the 
older law and the modified law. 
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secure inclusion under state and Federal laws. During the two 
World Wars, the seamen were given special protection. They now 
are not interested in coming under either state laws or Federal laws 
providing compensation. Shipowners on the other hand favor com- 
pensation. To date, no compensation legislation for seamen has been 
enacted. 

DEFECTS OF COMMON AND EMPLOYERS' 
LIABILITY LAW 

It can hardly be disputed that the common law, even as modified 
by employers’ liability acts and by enlightened judicial rulings and 
interpretations, is almost wholly unsatisfactory as the basis for com- 
pensating occupational injuries in a modern economy. The defects 
have been clearly set forth many times and will be only briefly sum- 
marized here. 

Defective Logic. First of all, the logic behind that body of law 
has ceased to have validity in increasingly large segments of our 
economy, which is characterized by complexity of organization, a 
high degree of mechanization, great and constantly increasing speed, 
and injurious chemical and physical processes. The proportion of 
accidents resulting from hazards inherent in the employment has 
increased markedly. The New York Employers’ Liability Commis- 
sion found that 87.5 percent of 280 fatal accidents in New York dur- 
ing 1907 and 1908 resulted from "modern” causes, and that most of 
these were in industries unknown when the various liability rules 
were made a part of the common law. The Minnesota Commission 
found that 71.6 percent of 1253 accidents were due to hazards in- 
herent in the employment. A German study of 46,000 accidents re- 
sulted in the conclusion that 44.36 percent resulted from the hazards 
inherent in the employment. A body of law reflecting an economy 
with relatively few and fairly obvious hazards is logical in such an 
economy, but it loses its logic as the economy becomes complex. 
The judiciary, partly because it was blind, but mainly because of the 
inherent difficulties presented, failed to introduce adequate correc- 
tions into that logic, and legislatures moved almost equally slowly 
and haltingly with their employers’ liability laws. 

Increasing specialization and interdependence together with the 
growth of corporations and the increase in the number of persons 
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employed by individual employers made the fellow servant doctrine 
a hollow mockery. So illogical did the doctrine become that judges 
themselves in this country developed the superior servant concept 
and legislatures abolished or modified the rule, primarily in railroad 
employment. These modifications were obviously designed to recon- 
struct the logic of the law, and it must be admitted that they were 
at least partially successful. Even so, there was but little logic left, 
and that badly warped. The indictment of the fellow servant doc- 
trine stands despite the fact that it probably accounted for , a 
relatively small percentage of failures to recover damages, 'rte 
Minnesota Employers* Liability Commission found that only sonljp 
5 percent of all occupational injuries were caused by the negligenci?j 
of fellow servants. 

The defense of contributory negligence has been criticized by 
many quite as severely as the other two, but the logic behind it was 
certainly not as bad. It is a well-established fact that many accidents 
do result from the negligence of workers. The Minnesota Employers* 
Liability Commission found them to constitute 20.8 percent of the 
total, 15.6 percent being due to what is called “willful** negligence. 
It is surely not illogical to hold injured workers responsible IFor their 
own negligence. The best that can be said against doing so in most 
cases is that it would profit society more to relieve them of that re- 
sponsibility, or rather to relieve their dependents of the dire conse- 
quences that would otherwise inevitably follow. From this poiilt of 
view the doctrine of comparative negligence, which is eminently 
logical, was a step in the right direction, but it did not go far enough. 

Inadequate Recoveries. The second major defect is related to 
recoveries. There were relatively few recoveries under the common 
law. No comprehensive investigation has ever been made of the 
amounts recovered by workers or their dependents, for the data are 
not available. But despite the employers unlimited liability, re- 
corded experience in a few states shows that the amounts recovered 
were not large. Nor has any comprehensive study been made of 
recoveries under the common law as modified by employers’ liability 
acts. The percentage of recoveries was certainly greater after em- 
pl<yers* liability acts than before them. 

Table 57 combines the recoveries in fatal cases investigated in 
three states prior to 1911. The percentage of fatal cases in which no 
compensation was received is high, amounting to almost one-third 
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of tlie total. In almost one-half of tiie cases tiie amount received did 
not exceed $500. Compensation exceeding $1000 was received in very 
few cases. In some of these, the figures were well over $5000. 


Table 57. 


Recoveries in 604 Fatal Cases Under Employers’ Lia- 
bility Laws in Three States Prior to 1911 


Amount Received 

New 

York 

Penn- 

sylvania 

Minne- 

sota 

Totals 

Percent 

No compensation 

93 

89 

■■ 

196 

32.5 

Less than SlOO 

23 

113 


143 

23.7 

$100 to $500 

72 

61 


146 

24.1 

$500 to $1000 

16 

41 


63 

10.4 

Over $1000 

23 

19 

1 14 

56 

9.3 


Some idea of the small number of recoveries in cases of nonfatal 
accidents may be obtained from the following figures for Wis- 
consin.*® This sample is not adequate to serve as a basis for compre- 
hensive generalizations, but the small percentage of recoveries 
indicated probably strikes pretty close to what a comprehensive 
survey would show. 


Amount Received 
Nothing from employer 
Amount of doctor bill only 
Amount of part of doctor bill only 
Something in addition to doctor bill 
Something, but not doctor bill 


Cases Percent 
72 23.5 

99 32.4 

15 4.9 

91 29.7 

29 9.5 


To be sure, the damage awards do not represent all the mon^ 
received by workers on account of injuries, since some provision was 
made by private and voluntary agencies for indemnification and re- 
lief, although admittedly it was neither comprehensive in scope nor 
adequate in amount. The most primitive, yet persistent, form of 
relief was “taking up a collection” for the injured worker or his 

** Two hundred twenty-seven cases by the New York State Liability Gom- 
niission; 323 cases from Pennsylvania by Crystal Eastman; and 54 cases &om 
Minnesota. Taken from I. M. Rubinow, Social Insurance, Henry Holt & Com- 
pany, Inc., 1913, pp. 93-95. 

M Taken hum James H. Boyd, Workmen's Compensation Insurance, The 
Bobbs-Menill Company, 1912, vol. i, p. 81. 
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dependents, which may accurately be described as organized beg- 
ging. It is a method not completely discarded today. There were 
some mutual benefit societies that paid modest burial benefits and 
limited weekly benefits, and the amounts received from these agen- 
cies, although not large, were helpful.®^ 

Some trade unions made payments to their members, but neither 
the total amounts nor the individual plans were impressive except 
for those of a few railroad brotherhoods. Employers also to some 
extent helped individually, by making voluntary settlements .in 
death cases and continuing to pay full or reduced wages for limited 
periods in cases of injury. However, some of those employers w^e 
not altogether altruistic, but were interested in avoiding suits for 
damages. There was also some private insurance, but few workers 
carried either life or accident policies. More important were the 
workmen s collective insurance policies taken out by employers, the 
workers sometimes contributing part of the premiums, which estab- 
lished fixed payments for specified injuries somewhat similar to our 
modem workmen’s compensation, but considerably more restricted 
in scope and benefits. 

On the other hand, workers did not actually receive the entire 
amounts awarded in damages. Lawyers had to be paid. Where 
cases were taken by attorneys on a straight fee basis, the cost was 
generally about 25 percent of the award, but when taken on a con- 
tingent fee basis, which was frequently done by ambulance chasing 
lawyers in doubtful cases, it was from one-third to one-half of the 
award. The average cost to the worker was probably about 40 per- 
cent of his award. 

Awards Not Related to Degree of Injury. Not only were there 
relatively few recoveries, but awards in damage suits and settle- 
ments, whether made by juries or by agreement between the injured 
worker and the employer or insurance company representatives, 
were too little related to the degree of injury. For example, in one 
case involving the loss of a leg a jury award was $15,000, while in 
another involving a fatal accident it was for only $500. Railroad 
workers seem to have been so impressed by a few exceptionally 
large awards that they have consistently opposed workmen s com- 
pensation for their industry until recently. State supreme courts in 

For some ^ical relief plans, see the Michigan Employers’ Liability 
Gmniiission’s report, 1911, pp. 143-149. 
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some cases in e£Eect announced that a juiy’s award of damages would 
be upheld provided the injured worker would agree to accept a 
reduced amount specified by the court. 

Delay in Settlement. In contested cases, especially in those 
appealed to higher courts, there were long delays in settlement. 
Kansas Supreme Court records for the years 1871-1911, which are 
typical, show that contested cases were seldom disposed of in less 
tihan three years after the accident occurred. The average time was 
four years, for injury as well as for death. In many cases there were 
delays of five, six, or seven years. Three cases were in the courts 
for more than nine years, and one for more than ten years. In one 
Iowa case it required four juries and four appeals to the State 
Supreme Court, over a period of six years, to settle the case. 

Demoralization of Participants. This brings us to another gen- 
eral defect. The common and employers* liability law exerted a 
demoralizing effect on workers and employers and on certain mem- 
bers of the legal profession and insurance company personnel as 
well. Many injured workers, especially where the damage done was 
not extensive, hesitated to sue their employers for fear of losing 
their jobs as a result. Some employers deliberately took advantage 
of their injured employees by offering and making small settlements 
which the workers willingly accepted either because they feared 
to press for more or because the sums offered appeared large, 
although considered in relation to the extent of the injury, which 
was generally better known to the employer than to the workers, 
they were actually very small. The situation was even more com- 
plicated when the employer insured his risks in an insurance com- 
pany. By assuming the liability of the employer and stepping 
between him and the worker, the insurer frequently created more 
and worse antagonism between employer and employee by contest- 
ing claims for damages more vigorously and less scrupulously. 

This stimulated the development of two contemptible subspecies 
of human beings, the ambulance chaser and unscrupulous claims 
agent. A class of unscrupulous lawyers specialized in taking damage 
suits for workers, generally on a percentage basis. They hunted down 
cases of injury and persuaded the employee to allow them to sue 
for damages. Their eagerness to reach the injured worker led others 
to call them ambulance chasers. Insurance companies had their 
agents, some of whom stooped to unethical practices in making set- 
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tiements with injured workers and receiving releases from them. 
They, too, sought to reach the injured worker quickly, so tiiat they 
might arrive at a favorable setdement. 

Neither employers nor workers were happy in this scandalous situ- 
ation. Employers found it essential to insure their risks. But less 
than one-half of their premiums ultimately reached the injured 
workers, about 25 percent going to selling expenses. Even so, it is 
not clear that insurance company expenses and profits were ab- 
normally high. But it was clear that ihe system was demoralizing 
and wasteful. 

Lack of Preventive Effects. Another defect, the sixth in o^r 
list, was that the system did not sufficiently stimulate the develop- 
ment and application of measures and devices to prevent or appre- 
ciably to mitigate industrial accidents. An overwhelming proportion 
of injuries resulted from assumed risks, contributory negligence, and 
the negligence of fellow servants, and since the law did not compel 
employers to compensate for these, except to a limited extent, it ffid 
not stimulate preventive measures. With the development of liabil- 
ity insurance in the form of workmen’s collective policies, there was 
more of an incentive, for the premiums were related to the amount 
of damages employers were required to pay. That there were other 
important incentives to prevent accidents, economic and humani- 
tarian, is true and important, but not in point here. It is in point, 
however, to suggest that there are distinct limits to the extent to 
which accidents can be reduced by compensating for injuries. 

ScHdal Inadequacy. Finally it should be noted that also from 
the social point qf view the law was seriously defective. Injured 
workers who received inadequate compensation, or none at all, fre- 
quently became burdens on governmental or private relief agencies 
or on individuals. They themselves did not bear the entire burden, 
or even the major portion of it, for they simply did not have the 
necessary resources. Charity had a demoralizing effect on the 
worker, even more so perhaps than on his family, and perhaps still 
more so, aldiough in a different way, on those who provided the 
diarity. 

Obviously, the development of a class of ambulance chasers and 
unscrupulous agents, and the resulting antagonism between work- 
ers and their employers, were socially undesirable. A considerable 
tmmd of respect and confidence on both sides is necessary, not 
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only to the efficiency of indusby, but to the stability and harmony 
of social life in die community. And the costs of litigation, including 
the amounts required to provide courts in which the cases were 
tried, represent expenditures that were socially objectionable, al> 
though necessary under the circumstances. 



CHAPTER SIXTEEN 


WORKMEN’S COMPENSATION 


The framework of modem industrial technology made the common 
law of negligence an anachronism. The defects of that body of law 
were, to be sure, partially eased or mitigated by employers’ liability 
laws, by judicial interpretation of safety legislation, and by the en- 
lightened action of a relatively small number of employers. But the 
improvements wrought by diese factors, while helpful to some ex- 
tent, were not great enough, and the rapid development of our 
economy, in scope and techniques, more than counterbalanced 
those minor improvements. 

A new body of law based fundamentally on modem social and 
economic, rather than on primitive and narrow legal principles, was 
needed. That body of law needed to be based not on the principle 
of negligence, but on the principle of injury, and not on the concept 
of damages, but on that of compensation. In short, the crying need 
was for a system that would make industry, through employers, liable 
to compensate injuries without regard to whose fault, if to anybody’s 
fault, the injury was due. Workmen’s compensation was the answer, 
an answer which the leading European industrial nations found 
many years before it was adopted in the United States. 


THE BACKGROUND 

Like other social insurance movements, workmen’s compensation 
has a fairly long history. The roots of the movement go back to 
Europe, as is also true of other social insurance movements. Germany 
and England were the pioneers which had the greatest influence 
on us. 

Early European Laws. The principle of workmen’s compensa- 
tion seems to have been first adopted on a limited scale in Prussia 
on November 3, 1838, when railroads were made liable for injuries 
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to employees as well as to passengers, provided the injury was not 
caused by the worker s negligence and was not an “act of God.” ^ 
Later a movement for a general compensation law was supported 
by industrialists, economists, and Socialists. Bismarck, who at one 
time was opposed, supported the first bill introduced in the Reichstag 
in March, 1881, largely it is believed to counteract the growing 
strength of the Socialist Party. A broad compulsory compensation 
law was enacted in July of 1884, effective October 1885. Bismarck 
had much to do with its enactment. That act is the parent of all work- 
men’s compensation legislation, although some of its progeny have 
developed characteristic variations.^ 

England followed suit in 1897, but with several important differ- 
ences: in Germany employers were required to insure their risks and 
employees were required to pay part of the cost, whereas in England 
employers were merely made liable, the entire cost was placed upon 
the employer, and administration was left to the courts. Americans 
were influenced more by the English than by the German act, largely 
because the German act was designed to fit into a highly centralized 
totalitarian type of government differing greatly from British-Amer- 
ican democracy. 

Repercussions in the United States. American interest in 
European social legislation was slow to develop. This was partly 
due to inadequate news coverage of European experiments. Adna F. 
Weber writes that the only news in the American press of the rapid 
European advances in social insurance between August of 1897 and 
April of 1898 was about the defeat in Switzerland of proposed com- 
pulsory sickness and accident insurance.® In 1891, John Graham 
Brooks began a comprehensive study of the German system. The 
results were published in 1894 by Carroll D. Wright as the Fourth 
Special Report of the I7.S. Commissioner of Labor, Although greatly 
impressed, Mr. Brooks thought that the German experience did not 
offer an adequate basis for American action and that we could 
“afford nothing so well as to wait the evidence” of the next ten years. 
Mr. Wright thought that twenty years of experience would provide 
an adequate basis for conclusive evaluations. In 1898 the first Amer- 
ican general survey of European social insurance was published by 

1 Ralph H. Blanchard, Liability and Compensation Insurance, D. Appleton 
A Company, Inc., 1917, p. 83. 

2lW., p. 86. 

* Political Science Quarterly, vol. 17, 1902, pp. 256-283. 
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Dr. W. F. Willoughby of the U.S. Department of Labor. Dr. Wil- 
loughby favored compensation laws, deplored the fact that we were 
so far behind other nations in this field of legal reform, was de- 
pressed by the fact that the very principles involved were not even 
comprehended, and believed that the first step should be to educate 
public opinion.* A report by Dr. Adna F. Weber to the New York 
Bureau of Labor Statistics, published in 1899, surveyed European 
workmen’s compensation legislation and concluded that such legisla- 
tion was suitable and feasible for America and that should one state 
assume the lead others would quickly fall in line.® 

The Social Reform Club of New York City appointed a committe|^ 
tnth Miles M. Dawson as chairman, to study German social insur- 
ance and English workmen’s compensation. That committee pre- 
pared a bill, modeled after the British plan, which was introduced 
in the New York Senate in 1898 by Senator John Ford. Theodore 
Roosevelt, governor of New York, favored the bill, but trade union- 
ists, interested in more stringent employers’ liability laws, and others 
who believed that the “time was not yet ripe,” successfully opposed 
its enactment. The attempt did, however, formally launch the Amer- 
ican movement and made some contribution to the education of 
Americans on this subject.® 

Early American Laws. Maryland is generally credited with the 
first American workmen’s compensation act. In 1902 it provided that 
in mining, quarrying, steam and street railways, and in the excava- 
tion and construction of sewers and other physical structures for 
municipalities, dependents of those killed in accidents would be 
paid $1000 without proof of negligence. The insurance commissioner 
was authorized to extend the act to any industry he deemed it pru- 
dent to include, and to exempt any company making better payments 
than those provided by the law. Employers could escape liability 
for damages by paying the state insurance commissioner premiums 
based on the number of their employees, and they could deduct 
half of the amount f^m their employees’ wages. Aftm' slightly less 
than two years, the act was declared unconstitutional by a Baltimore 

* W. F. Willoughby, Workmen’s Insurance, Thomas Y. Crowell & Company, 
1898, pp. 328-329. 

® New York Bureau of Labor Statistics, Seventeenth Anmui tiBport, 1899. 

* }. E. Rhodes, Workmen’s Compensation, The Macmillan Oompany, 1917, 
|b 8^ C. R. Hendason, American Economic AMOciation Quarterly, April 1908. 
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court, on the ground that it gave the insurance commissioner judi- 
cial powers and also deprived individuals of the right to trial by 
jury.^ The decision was not appealed. 

Ibe Massachusetts legislature in 1903 provided a committee, 
headed by Dr. Carroll D. Wright, which after investigation prepared 
and recommended a bill based on the British act of 1897, but the 
legislature rejected it on the ground that the state’s industries would 
be put to a competitive disadvantage with those of other states.^ A 
second committee, appointed in 1907, thought a compulsory act 
would be “premature” but recommended an act authorizing em- 
ployers volimtarily to set up plans which, if approved by the State 
Board of Conciliation and Arbitration, would be substitutes for th# 
common and employers’ liability laws. The 1908 legislature enacted 
such a law, but it remained practically a dead letter.® 

An Illinois commission, appointed in May, 1905, largely through 
the I'nfliiPTirfl of Professor Charles R. Henderson, recommended a 
voluntary, mutual insurance, jointly-contributory plan with a low 
scale of benefits, but it was almost unanimously opposed by organ- 
ized labor, and it was not enacted.*® 

In 1908, President Theodore Roosevelt succeeded in bringing 
about the enactment of a compensation law for certain categories of 
Federal employees. Samuel Gompers, president of the American 
Federation of Labor, claimed that the bill was passed “wholly and 
solely through the activities and at the expense” of his organiza- 
tion.** The act covered civilian employment in government manu- 
facturing establishments, arsenals, navy yards, river and harbor 
fortification construction, hazardous construction work for the 
Isthmian Canal Commission, and in the reclamation or management 
of arid lands. Injured workers, after a fifteen-day waiting period, or 


• T Thomas S. Adams and Helen Sumner, Labor Problenu. The Macnullan 
Company, 1927, 1905, p. 488; George E. Barnett ^e End 
Worlmra’s Compensation Act,” Quarterly Jour^ 

321. A purely optional law, which remained a dead letter, was enacted 1& 

^8 1. M. Rubinow, Social Insurance, Henry Holt & Company, fac., 1913, h** 
157-158. A Connecticut cwnmittee of 1907 refused to recommend a compensa- 
tion act on the same groimd. Ibid., p. 159. 

» Ibid., p. 158. 

the Amertoin Federation of Uhor ConventUm, 1909, 

p.27. 
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their dependents in case of death, were allowed one years wages. 
But no compensation was payable unless the injury arose out of or 
in the course of employment, nor if the injury was due to the work- 
er s negligence or misconduct. Although limited in scope, niggardly 
in benefits, and crudely drafted, it was nevertheless the first real 
American workmen s compensation law. 

Another embryonic measure was passed by Montana in 1909, 
eflFective October 1, 1910, with benefits payable four months later. 
The act was compulsory but limited in scope to coal mines aijid 
coal washers, excluding oflBce employees, superintendents, and gen- 
eral managers. A cooperative, state-administered insurance fund 
was established into which employers paid one cent per ton of coal 
and employees 1 percent of gross earnings. For fatal accidents there 
was a benefit of $3000; for injury a maximum of one dollar per work- 
ing day. A waiting period of twelve weeks was provided, but pay- 
ments began immediately in cases of permanent disability. Loss of 
one limb or of one eye was compensated at $1000. The injured 
worker, or in case of death his dependents, was permitted to sue 
for damages under employers' liability laws, forfeiting compensation 
if he did so. The act was held unconstitutional by the Montana Su- 
preme Court. The Court acknowledged the inadequacy of the old 
system and expressed its belief that compensation was well within 
the state’s police power. But in permitting employers to be sued for 
damages and also compelling Aem to contribute to the insurance 
fund, the act would compel some employers to pay twice for the 
same injury, and it therefore denied them the equal protection of 
the laws. 

In 1910, New York passed a compulsory act applicable to eight 
enumerated especially hazardous occupations in building, construc- 
tion, railroads and explosives, drafted in such a way as to avoid, i£ 
possible, all constitutional diflBculties. But the New York Court of 
Appeals in a decision rendered on March 24, 1911, held that the act 
was “revolutionary,” was not a proper exercise of the state s police 
power, took property without due process of law, and was therefore 
unconstitutional.^® The Court thought that the common law could 
properly be modified or even abolished, but the liability to pay 
damages without fault on the employer s part was unknown to the 

12 Cunningham v. ^Northwestern Improvement Co., 119 Pac. 554 ( 1911). 

^^Jves V. South Buffalo Railroad Co., 201 N.Y. 271 (1911). 
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conunon law and its imposition was an unconstitutional deprivation 
of liberty and property. In 1913, New York amended its constitution 
to authorize the enactment of a compensation law. A United States 
Supreme Court decision in 1917 upheld the constitutionality of this 
type of legislation.^^ 

The Movement Succeeds. After the Federal act of 1908 and 
the New York act of 1910, the movement rapidly came to a climax. 
Many state commissions were appointed by the legislatures of 1909 
and joint conferences of these commissions were organized. The 
American Association for Labor Legislation became active and gave 
great support. The National Civic Federation prepared a “moder 
bill and was instrumental in having bills introduced in state legisla- 
tures. A committee of the National Association of Manufacturers 
polled 25,000 manufacturers to learn their attitude toward compen- 
sation, and of those who replied more than 95 percent were favor- 
able.^® The Association proposed a plan under which workers would 
contribute. The American Bar Association established a committee 
to plan for uniform compensation, although the legal profession had 
not been very much interested. The American Federation of Labor 
threw in its support. And several large corporations voluntarily estab- 
lished accident relief systems analogous to compensation. In 1911, 
five laws became effective, the following year nine more became 
effective, in 1913, eight more, and four more in 1914. Thereafter the 
movement spread until it has now covered all states. 

How is this great forward surge to be explained? Dr. Rubinow 
thought that an enlightened public opinion resulting from a knowl- 
edge of European experience was not the primary factor.^® Growing 
social unrest caused by conditions resulting from a considerable 
expansion of industry, and by the development of monopolies was, 
he thought, an important material force. But fully as important was 
the growing cost of accidents resulting from laws and judicial de- 
cisions modifying and liberalizing the common law of damages. Em- 
ployers increasingly insured their liabilities, and mounting rates led 
many of them to prefer the definite and possibly lower costs of a 
compensation system to the indefinite and high costs of employers* 

N.y. Central R.R. Co. v. White, 243 U.S. 188 ( 1917). 

1® F. C. Schwedtman, in Annals of the American Academy of Folitical and 
Social Science, vol. 38, 1911, p. 202. 

16 Social Insurance, Henry Holt and Company, 1913, pp. 165-168. 
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liability insurance. There was also the growing realization tiiiat the 
old law was inadequate and that progress required a difiFerent basis 
upon which to base compensation.^^ 

ReGommendations of the Committee on Economic Security. 

The Social Security Act of 1935 did not include provisions relating 
to workmen's compensation, nor did any of the subsequent amend- 
ments. In its report to the President, the Committee on Economic 
Security pointed out that despite our progress in safety engineering 
we still have too many accidents, that our state workmen s compen- 
sation laws are sadly lacking in uniformity, and that many of thqi^e 
laws are inadequate. The Committee believed that no fundamental 
change in our system, such as the substitution of the European sy^ 
tern of contributory accident compensation for our noncontributoiy 
form, or the nationalization of the system, was warranted. But it did 
make the following suggestions for a. long-time program: 

(1) The Department of Labor should further extend its services in 
promoting uniformity and raising the standards of both the safety laws 
and the accident compensation laws of the several states, and their ad- 
ministration. 

(2) The four (now none) states which do not now have accident com- 
pensation laws are urged to enact such laws, and passage of accident 
compensation acts for railroad employees and maritime workers is recom- 
mended. 

A careful study of available records in one state throws some light on the 
forces involved. Of existing laws, those of Kansas and Washington were the first 
to be enacted. In Kansas, organized labor was actively seeking a stronger em- 
ployers* liability law, and was passively interested in a compensation law. In the 
1911 session of the legislature, a general liability bill and a compensation bill 
were considered. Organized labor favored both, but was more interested in lia- 
bility. Representatives of employers opposed both. The Joint Committee holding 
hearings called in the employers* representatives, announced that one of the two 
bills would be passed, and offered mem their choice of the two. They chose the 
compensation bill as the lesser of the two evils. The law was made elective, not 
becau^ of constitutional obstacles, but probably to remove any remaining 
opposition by employers. Thus without public agitation pr previous study ana 
in the face of organized labor’s preference for liability and employers* opposition 
to both, a compensation law was enacted. Domenico Gagiiardo, ’The First 
Kansas Workmen’s Compensation Act," Kansas Historical Quarterly ^ Novem- 
ber, 1940. 
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CHARACTERISTICS OF AMERICAN COMPENSATION 

ACTS 


We pass now to a description of the general characteristics of 
American compensation acts. Their most striking, and baffling, diar- 
acteristic is diversity of provisions. No two acts are alike and on 
nearly every major point for comparison there is great variation. 
However, it is possible to indicate the major respects in whidi there 
is some degree of uniformity.^* 

Coverage. Not all, or even nearly all, workers are covered by 
compensation laws. For in the first place, not a single one of the 
American acts covers all employments.*® Agriculture, domestic serv- 
ice, and casual labor are excluded in nearly every act. 

The greatest single gap in coverage is agriculture. There are ap- 
proximately 3 million wage earners engaged in this employment, and 
occupational injuries occur frequently and many of them are severe. 
It is estimated that annually there are some 4800 fatal accidents, 
16,000 permanent and 291,000 temporary disabilities in agriculture. 
Not all of these were suffered by wage earners, but since the latter 
constitute a third of the total engaged in the industry, it is not un- 
reasonable to suppose that they suffered approximately one-third 
of the accidents. The employment has been generally excluded be- 
cause farmers object to being included and wield considerable polit- 
ical infiuence which most legislators fear to disregard. 

A few acts do include agriculture. The District of Columbia, 
Louisiana, Ohio, and Vermont include all agricultural workers, and 
Arizona includes those employed in the use of machinery. New 
Jersey includes farm workers and presumes that the farmers choose 
to come under the act unless they specifically state that they do not 
care to do so, but farmers are not compelled to insure their risks. 
Puerto Rico has almost complete coverage of agriculture for em- 


For a recent tabular summaiy as of July 1, 1947, see Analysis 
Hons of Workmen’s Compensation Lam and Discussion of Coverages, Chamber 
of Commerce of the United States. See also Samuel B. Horowitz, Horow^ (m 
Workmen’s Compensation, Wright and Potter Printing (^pany, 194-^ 

Lang, Workmens Compensation Insurance, Richard D. Irvn^ Ina, 1947; M- 
thur H. Re^, Adequacy of Workmen’s Compensation, Harvard Umversity 

Press, 1947; and Economic Oirtlo^. January. 1952. 

Tlie word state as used in this chapter includes the District tx Col urnoH i, 
the territories of Alaska, Hawaii, and Puerto Rico. 
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ployers with four or more workers. Many states indude hazardous 
mechanical processes in agriculture, but frequently only where 
these are “commercial,” that is, where diey are not conducted by 
die farmer himself, but by some outside contractor. 

Farmers may to be sure voluntarily come under the compensation 
acts of their states. They rarely do so, however, pardy because of 
high insurance rates and pardy because of indifference. Indifference 
is an important factor, as experience has shown in acts which did 
not presume election on the part of the employers or employees. { 

The number and seriousness of home accidents are appalling! It 
is estimated that in 1952 there were 29,000 fatalities, 110,000 periM- 
nent and over 4.2 million temporary disabilities. Of course not all, 
nor even most, of these are to domestic servants. Over 50 percent of 
the fatal accidents were among persons 65 years of age or over, and 
20 percent among persons imder 15. Nearly 2 million wage earners 
are engaged in domestic service, and there can be no doubt that it 
is a hazardous employment. 

Yet domestic service is excluded from compensation acts except 
in a few states, largely on the ground that administration would be 
exceedingly di£Scult. In California, domestic servants are included 
if they are employed for more than 52 hours a week, and in New 
York in cities of over 40,000 private or domestic chauffeurs and serv- 
ants working more than 40 hours per week if four or more are em- 
ployed. Voluntary coverage is permissible and possible, but not 
commonly foimd. 

Other occupations, of less importance, are also excluded. For ex- 
ample, home workers and those selling and delivering newspapers 
are usually excluded in order to simplify administration and to avoid 
ins urance difficulties. Teachers, preachers, clerks, and many others 
are excluded on the ground that their work is not hazardous. Public 
employment is excluded altogether in a few laws and only partially 
included in an additional one-fourth of the jurisdictions. 

The railroad industry, which has more than 2jnillion workers, is 
not included in state acts because of the conflict between state and 
Federal jurisdiction, and there is no Federal act for it, largely be- 
cause a majority of the men seem to entertain the belief that large 
damage awards under employers’ liability laws bring them more 
money than drey would get under a compensation act Injuries in 
purdy intrastate cormneroe are covered by applicable state acts. A 
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movement to secure a compensation act for interstate commerce is 
under way. 

It has been suggested that the exclusion from workmen s compen- 
sation laws of farm workers, domestic servants, and some other 
classes, and the exclusion of employers having fewer than specified 
numbers of employees is the result of the belief that the common-law 
rules as modified by employers’ liability acts are essentially wise 
and just in those employments.^" Those employments, it is appar- 
ently believed, are not much diflFerent today from what they were 
when the common-law rules were developed. A better explanation 
lies in the difficulty and expense of administering a law in the areas 
excepted. Experience with unemployment compensation laws, how- 
ever, suggests that inclusion of employers of one or more is admin- 
istratively feasible. 

Coverage is restricted not only by excluding the large occupa- 
tional groups mentioned above, but also in some states by limiting 
the application of the acts to hazardous or extra-hazardous indus- 
tries, which are sometimes listed in the acts. Farm labor and do- 
mestic service are frequently excluded in this way. In Wyoming 
‘*dude” ranching is listed as one of the hazardous industries, but 
stock ranching is not, but North Dakota defines a hazardous employ- 
ment as ‘any employment in which one or more employees are regu- 
larly employed.” iTie New York list is so comprehensive that 
practically all employments are included. Those states in which 
this type of limitation is actually restrictive are not highly developed 
industrially, except Washington. Many states originally limited cov- 
erage to hazardous employments in order to avoid anticipated con- 
stitutional limitations, and many of these neglected or refused to 
extend the scope to all industries after the expected constitutional 
difficulties failed to materialize. 

Injuries Excluded, Not all injuries in covered employments are 
compensated. Injuries resulting from willful misconduct and intoxi- 
cation and those deliberately self-inflicted are not generally covered, 
but, because proof is practically impossible, compensation is seldom 
denied on these grounds. On the other hand, when an injury results 
from serious or willful misconduct of the employer, cash benefits are 
sometimes doubled. 

F. A. Duxbuiy, U.S. Bureau of Labor Statistics Bulletin No. 536, pp. 
122-123. 
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Within the employments included, compensation is usually pay* 
able only for injuries resulting from accidents arising out of and in 
the course of employment. The formula “personal injury by accident 
arising out of and in the course of employment” has been interpreted 
differently by courts and administrative agencies in the various 
jurisdictions, and there seems to be but little uniformity in the inter- 
pretations. An accident may be defined as an external, undesigned, 
sudden, and usually violent event which injures a worker, externally 
or internally. The tendency has been towards a liberal interpretation 
of what constitutes an accident, at times so liberal in fact ^at work- 
men s compensation has been made to bear in part the burdens of 
sickness, old age, and unemployment. This was shown Airing the 
Great Depression, for example, by the widespread claims fov silicosis 
compensation, only a portion of which were bona fide.^^ But quite 
aside from this abuse, the importance of the accident concept lies 
in the fact that it does not generally include injury resulting from 
occupational diseases. The concept does, however, include some dis- 
eases of sudden origin, such as a heat stroke or kidney trouble in- 
duced by a chill resulting from working waist-deep in cold water. 

It is impossible satisfactorily to describe what the phrase “arising 
out of and in the course of employment” means, but it may ifoughly 
be said to mean an accident causally related to the employment 
which occurred while the injured worker was in the service of his 
employer. “Out oF' refers to the origin of an injury; “in the course 
of” refers to the time and place of injury.^^ 

Occupational Diseases, Not a single one of the early American 
laws made specific provision for compensating injuries due to indus- 
trial diseases not accidentally induced, although many of those 
diseases were known to exist and their seriousness was fully appre- 

Speaking of such abuses during the period following World War I and 
the years 1929-1933, one business executive has said: 'Those people were 
without jobs. They were without money. They were destitute. They had grocery 
bills to pay, rent to pay. They were out to get a few dollars, and it did not make 
much difference who paid those few dollars. I know of many, many cases where 
we were confronted with reopened compensation-claims, ana the claimant would 
say in complete hcmesty, *I just need money, and this seems to be a way of get- 
ting it.’ Sometimes a compromise could be effected, sometimes not. It depended 
cm now badly the man needed money.” William A. Sullivan, in Trends in Work'- 
fnen*8 Compensation and Employee Benefits, American Management Associa- 
tkm, 1946, p. 2. 

^ Samuel B. Horovitz, HorooHz on Wofhnen*s Compensation, Wright and 
Rotter Printing Company, 1944, Part II. 
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ciated. Failure to include them resulted from fear of abuses and 
also from the fact that many of the diseases, especially those occa- 
sioned by dusts, develop slowly and because of labor mobility the 
final disability frequentiy cannot be attributed to exposure under 
any one employer. In a few states, the compensation law has been 
liberally interpreted to cover some diseases, such as heart disease, 
tuberculosis, and cancer. Gradually, specific provision came to be 
made. It may be said that the distinction between accidents and 
occupational diseases is now tending to become blurred. Where 
occupational diseases are not covered, the injured worker has the 
right to sue under the common law and employers’ liability acts. 

Approximately three-fourths of all acts now provide some occu- 
pational disease coverage. In half of these laws, all diseases are 
covered; in the other half, only diseases, or groups of diseases, 
specifically listed in the statutes are covered. Where they are listed, 
the range of diseases included runs from silicosis only to a fairly 
extensive list of 39 or 40. A good majority of the states make no 
special provision for establishing the existence of an occupational 
disease. Those which do generally provide a medical board or com- 
mission whose findings of fact on the question are conclusive. A time 
limit for filing claims is specified, usually one year after injury, death, 
or last exposure, but in some cases only six months, and for some 
diseases shorter periods. 

Eligibility for death benefits is limited, most generally to a period 
of one year following the last exposmre, although longer periods are 
not uncommon. In most states, temporary total disability payments 
made on account of illness are deducted from death benefits. Usually 
no special provision is made for medical care, but the same provisions 
are applied as for accidents. The rate and amount of compensation 
allowed are also generally the same as allowed for accidents. For 
silicosis, it has been common to limit maximum liability to say $500 
at the time the disease was first covered in the law, and to increase 
that maximum slowly each month until it is the same as for acci- 
dents. Furthermore, it is also quite common to require as a condition 
of eligibility for benefits, in case of silicosis, a specified period of ex- 
posure, usually five years. 

Numerical Limitations, Important also in restricting coverage is 
the practice of exempting employers in covered occupations who 
employ fewer than specified numbers of workers. Approxixnately 
half of the laws do not have numerical exemptions and apply to an- 
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ployers of one or more, and about half of our wage earners are em- 
ployed in those states. The numerical exemptions in the other states 
range from two in Oklahoma to 16 in Alabama. Only a few states 
have a numerical minimum which exceeds five. It should be noted 
that in some of the states the numerical limitation applies only to 
nonhazardous employments, and in others the limit is not applicable 
to certain employments, usually mining and construction. On the 
other hand, there are also found the strange situations, as in Florida 
and North Carolina, where there are low numerical exeniptions but 
where sawmilling, an exceedingly hazardous employment, is per- 
mitted appreciably higher numerical exemptions, with the obvious 
intention and eflFect of practically excluding it from coverage. 

Compulsoty Versus Elective Laws, Finally, coverage is also re- 
stricted by the common practice of permitting employers in\ covered 
employment who are not exempt by numerical limitations to “elect 
out.” We have here a strange characteristic of American compensa- 
tion acts. In fewer than half of the states are the covered employers 
and employees compulsorily included, whether they like it or not, 
and in more than half of the states the covered employers and em- 
ployees are given the option of staying out. However, election to 
come under the act is “presumed” in nearly all of these states, while 
in the others notice of election to stay out must be given, usually 
only by the employer. 

Those who elect out are subject to the common and employers’ 
liability law. But it is usually provided in the compensation acts that 
for the employers electing out, the common-law defenses of as- 
sumed risk and coservice are abrogated, and that in cases where the 
injured employee is guilty of contributory negligence damages shall 
be scaled down in proportion to that negligence. The common-law 
defenses are, however, available against employees electing out, 
although in some states only those defenses already available may 
be pleaded. 

Where employers and employees accept the compensation law, 
suits for damages resulting from injuriesTjovered are not permitted, 
except in New Hampshire where a worker still has the option of 
choosing, after he is injured, whether he will accept compensation 
or sue for damages. If the employer fails to pay compensation due, 
then the worker may sue under the common law, with all defenses 
abrogated. In a few states, the worker may also sue if there is an 
“intent” on the part of the employer to injure, or if the injury is 
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the result of the employers gross negligence or willful misconduct. 

Throwing the weight of the common law into the scales against 
those electing out seems to have had the effect, up to 1930, of making 
all of the laws practically compulsory. But in the dark days of the 
depression, many small employers chose the greater risks of the 
common law in preference to the more certain losses under compen- 
sation. Another device used by many small employers during the 
depression was to carry their own risk, and when one of their em- 
ployees was injured there would be no money to pay compensation. 

The effect of all of these limitations is that actual coverage is con- 
siderably less than ostensible coverage. It is not known, and never 
has been, how many American workers are legally covered by work- 
men s compensation laws. The number is probably between 35 and 
40 million.23 

Benefits. The heart of workmen s compensation is the benefits 
which are provided: their nature, adequacy, and certainty. Just 
what should be the basic benefit principle underlying workmen s 
compensation acts is a matter concerning which there is some differ- 
ence of opinion. 

Theories, There are two theories. The “compensation” theory is 
that such acts should “compensate” the injured worker, or his de- 
pendents, for the economic losses suffered because of the injury, 
not only the immediate loss, but the wages which the injured worker 
is prevented from earning in the future. Those holding this view 
believe that the consumer should bear all of the costs of production 
and that the economic losses to individuals resulting from accidents 
are a legitimate part of those costs. The principle is well stated in 
the following quotation. Workmen s compensation “recognizes that 
the wear and tear of the human element in industry represents a 
legitimate charge, to be taken into account along with other produc- 
tion costs in fixing the selling price to the consumer.” 

To the argument frequently made that such economic losses are 
really reflected in higher wages and are already included in prices, 
the proponents of this view point out that this has not been clearly 
demonstrated and that it is probably not true. And they insist that 

23 Dorothy McCamman and Alfred M. Skolnik, "Workmen's Compensation; 
Measures of Accomplishment," Social Security Bulletin, March 1954, p, 4. 

24 C. W. Roberts, Proceedings of the 19th Annual Meeting of the Inter- 
national Association of Industrial Accident Boards and Commissions, U.S. 
Bureau of Labor Statistics Bulletin No. 577, 1933, p. 170. 
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even if it should be true, it would be socially desirable to provide 
for the losses by means of a compensation law rather than by hi^er 
wages, because of: (1) the economic loss involved when each 
worker carries enough reserve to meet the hazard falling upon only 
a few; (2) the insufficiency of income of the average employee; (3) 
the indifference, or lack of foresight, of employees; and (4) by pro- 
viding compensation, and putting the cost upon the employer in a 
form recognizable as payment for accidents, ^ere is brought to bear 
upon the employer pressure to eliminate or to reduce accidents. 
Indeed, the ultimate aim is held to be the prevention of accidmts. 

The compensation theory appears to reflect the common-law win- 
ciple of damages, with this difference, that it attempts to bring alnut 
a doser correlation between economic loss and the damages Ve- 
(»ived, to make payments more certain, and to eliminate as mucfli as 
possible all Utigation and delay. 

But there is anodier theory. Some believe that the purpose is not, 
or should not be, to compensate the injured worker, but rather to 
“readjust” him in a way as to make him, or his dependents, inde- 
pendent and self-supporting. Unlimited medical benefits should be 
provided, and such payments as are necessary for existence during 
the period of rehabilitation.®® 

This may be called the “rehabilitation” theory. It is based on the 
assumption that “society is not interested in making an injured 
worker as well as he was before, in restoring to him everything he 
has lost, by way of money damages.” The two grounds advanced in 
support of this view are first that it is practically impossible to de- 
termine the economic loss involved, and second that to pay the 
actual losses would break down any system. It is also suggested that 
to compensate fully would lead to malingering. The burden of 
economic losses caused by industrial accidents, it is held, should 
rest where they fall, unless diey can be attributed to the fault of 
some one else. If they can be so attributed, the principles of the 
common law, as modified by employers’ liability acts, should be 
applied, outside of the worl^en’s compensation system. It might 
also be argued that higher wages in hazardous occupations take 
care of the compensation element. As noted above, proponents of 
the compensation theory deny that this is the case. 

These dieories have had little, if any, influence on the movement 

*®F. A. Duxbuiy, U.S. Rureau of Labor Statistics Bulletin No. 538, pp, 
121-132. 
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One authority has said that in practice benefits ‘‘are based upon no 
recognizable principle and in most cases bear little relationship, 
either to the needs of the injured workers or their dependents or to 
the loss of earning power resulting from the injury.”*® In respect 
to the relationship between benefits and loss of earning power, how- 
ever, workmen s compensation is better than the common and em- 
ployers' liability law. 

Cash Benefits. There are two kinds of benefits: cash and medical. 
One would suppose that after approximately forty years of experi- 
ence, a reasonable degree of uniformity would have been achieved. 
On the contrary, the diversity has not only continued, but has be- 
come increasingly great. The following general description of the 
principal features of cash benefits must be read with this fact in 
mind. It should be useful, although it does not pretend to achieve a 
high degree of accuracy. 

Every act but one, that of Oregon, has what is called a waiting 
period following an injury before cash compensation payments be- 
gin. The object of a waiting period is to eliminate from the system 
of cash payments the enormous number of relatively minor injuries 
which cause little loss and which, if included, would greatly in- 
crease the cost of administration. The waiting period also makes 
possible larger benefits for more serious cases, and it tends to pre- 
vent fraudulent malingering. Most of the acts, over 70 percent of 
them, have a seven-day waiting period, about 23 percent have 
shorter and the rest longer periods. The range is from one to 14 
days. However, in most cases, compensation is made retroactive 
and thus covers the waiting period if disability lasts beyond a 
specified time, most commonly four weeks. 

The cash benefits paid to injured workers are based on wages. 
Usually under any given law the same percentage of wages is paid 
for all types of injury, but in some states the percentage varies 
according to injury or size of family. 

In a few acts, the widows of workers killed in industry are paid 
benefits for life or until remarriage, and dependent children are 
paid until they reach a specified age. The percentage of the de- 
ceased’s wage that will be paid ranges from 50 to 70, and is most 
commonly 6634, with a maximum weekly amount most commonly 
between $18 and $25 and a minimum most commonly between $5 

Hookstadt, quoted in W. F. Dodd, Administration of Worhfnm^ 
Compensation, Commonwealth Fund, 1936, p. 628. 
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and $10. About one-fourth of the states have a higher weekly maxi- 
mum for widows with children than for widows without children. 
Seventy percent of the acts specify a maximum number of weekly 
payments to be made, usually between 300 and 400, and absolute 
maxima usually from $5000 to $8000 where there are no children. 
One-fourth of the acts have neither maximum total amounts nor 
maximum durations. Payments made to widows cease upon their 
remarriage. Arbitrarily limiting the time during which benefits will 
be paid or their total amount would seem to defeat the fundamental 
purpose of workmen s compensation by terminating payments when 
the need for them continues to exist. The Oklahoma act makeAno 
provision for death benefits because the constitution of that state 
forbids any such action. Modest funeral benefits are provided by all 
acts except that of Oklahoma. \ 

Permanent total disability benefits are paid for life in approxi- 
mately 40 percent of the jurisdictions. The weekly rate ranges from 
50 to 70 percent of wages, and is most commonly 665s percent, with 
a minimum usually of from $7 to $10 and a maximum usually from 
$25 to $30, with additional amounts allowed for dependents in a 
few states. The Federal Civil Employee s and the District of Colum- 
bia acts have gone a step further and authorize as much as $50 per 
month additional in cases where the disabled person needs the 
services of an attendant constantly, and Nevada also allows addi- 
tional sums under such circumstances. Several acts allow additional 
amounts if the disabled employee is undergoing vocational rehabili- 
tation. 

Most of the acts, however, pay not for life and not even for the 
entire period of disability, but pay only for limited maximum periods 
of time, most commonly from 400 to 550 weeks. It is common, even 
where there is no specified maximum number of weekly benefits, to 
impose absolute dollar maxima, most commonly from $6000 to 
$10,000. For the lower-income group, the specified maximum total 
is more favorable than the limited number of weeks. 

For temporary total disability, benefits are calculated in the same 
manner as for permanent total disability and have the same maxima 
and minima, but the specified maximum duration in some states is 
shorter. Here again a few acts provide payment for the entire period 
of disability, but strangely enough this is not true of all the acts 
which provide life payments to those with permanent total disability. 
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The maximum amounts that will be paid are most commonly from 
$5000 to $10,000. 

Compensation for permanent partial disability presents special 
difficulties and is made in several different ways. Where the injury 
suffered consists of the loss of a part of the body, or of its use, it is 
usual to pay fixed numbers of weekly total disability benefits for 
specified portions of the body. Wisconsin, which pays the highest 
benefits and appreciably more than most other states, as of July 1, 
1946, paid a maximum, in addition to compensation for the tem- 
porary disability involved, for the loss of an arm at the shoulder, 
$12,950; for a hand, $8633; for a thumb, $3338; for an index finger, 
$1295; for a second finger, $1036; for a third finger* $777; for a little 
finger, $777. For the loss of a leg at the hip, the state paid a maximiun 
of $12,950; for a foot, $6475; for a great toe, $258; for any other toe, 
$648. For the sight of one eye, the state paid $7123; for the hearing 
of one ear, $1295, and for both ears $8633. 

In 30 percent of the acts, payments made for temporary disability 
are deducted from the benefits allowed for scheduled injuries such 
as these. In 50 percent of the acts the payments for scheduled in- 
juries are in addition to the temporary disability benefits paid during 
the healing period, and in about 20 percent the amount of temporary 
disability benefit is limited.^^ 

Where the injury does not consist of the loss of some member, as 
in the case of internal injury, it is customary to pay a percentage, 
say 50, of the resulting loss in earning capacity, with weekly minima 
and maxima, and not infrequently for limited periods of time. Here 
too, the payments are in some states in addition to and in others ex- 
clusive of payments made during the healing period. 

27 It is probable that the idea of these schedules of injury payments carried 
over from the Anglo-Saxon codes of the Middle Ages, in which * the compensa- 
tion to be given for various offenses was stated in terms of money; for striking 
off the nose the payment was sixty shillings, for a forefinger fifteen shillings, for 
a forefinger nail foiu* shillings,” Herbert Heaton, Economic History of Europe, 
1936, pp. 182-183. The practice existed in ancient times. Recently a Babylonian 
tablet containing what is said to be ‘"the oldest system of laws known to man," 
was found, written between the 20th and 19th century B.C. Like Hammurabi's 
Code, this code of Bilalama laid down penalties for mayhem. “If a man bites 
another man's nose and severs it, he pays one mina of silver. (For) an eye (he 
pays) one mina of silver, a tooth a half mina of silver, an ear a half mina of 
silver, a slap in the face 10 shequels of silver.” Associated Press news report, 
March 28, 1948. 
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In nearly all jurisdictions, benefits are based on normal full-time 
yearly earnings rather than on actual earnings. An extreme example 
of the differences in methods of computation is shown in the case 
of a totally disabled worker in Pennsylvania who was at first awarded 
a weekly benefit of 57 cents, based on actual earnings, but which 
benefit was later computed on the basis of normal full-time yearly 
earnings and raised to $15. Even when based on full-time earnings, 
benefits are small in most states. It is probable that the injured 
worker does not receive as much as 40 percent of his actual losf in 
wages. I 

The major factor determining benefit scales seems to be losi^ of 
earnings, but the* desire to reimburse for disfigurement, the hopeWf 
stimulating employers to reduce accidents, the need for rehabilita- 
tion, and protection of minors have also exerted some influence. The 
wealth of states has also been a factor. During the Great Depression, 
there was a slight tendency to reduce the scales and even to elimi- 
nate from the scope of compensation some industries with highei 
risks, no safety codes, and no insurance regulation. But the trend 
was reversed during the defense and war period. 

Determinations involving periodic payments, whether made by 
courts or by special agencies, are in nearly all states subject to later 
review if either side claims that a change in the injured worker s 
conditions warrants such action. They may also be reviewed where 
either side claims that there was fraud in tibe original determination. 
Although inconvenient, expensive, and subject to some abuse, espe- 
cially in depressed times, areas, and industries, the practice of 
modifying awards as disability changes, if properly safeguarded, is 
in line with the fundamental principles of workmen s compensation. 

Promptness in making the first payment to injured workers is im- 
portant. Unfortunately, considerable time is required to make the 
necessary arrangements. In states having monopolistic funds the 
first payment generally requires more than 30 days. In states permit- 
ting agreements or direct-settlement, the time averages only slightly 
less. A few states have established excellent records in respect to 
promptness of benefit payments.^® 

The average level of benefits has increased substantially over the 
years. From 1918 to 1929, the level increased 31 percent During the 
d^ression years 1929 to 1936, there was practically no change in 

See i^ank Lang, Workmen's Compensation Insuranoe, Richard D* bwini 
Iqc., 1947, chap. ii. 
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benefits. Tliereafter the increase was resumed, and by 1946 the level 
was 50 percent higher than in 1918.^® Further increases in benefits 
have been made since then. 

Medical Benefits. Medical benefits, which in the beginning of 
the movement were woefully inadequate, have come to play an im- 
portant role in the American compensation system, and constitute 
from one-fourth to one-third of the total benefits paid. They are 
vitally important because on their quality and adequacy depend 
the rate and extent of recovery from injuries, the amount of com- 
pensation paid to injured workers, the cost of insurance, the scope 
of practice among doctors, and the welfare of injured workers and 
their dependents. Furthermore, an injured worker covered by a 
workmen's compensation law who incurs a medical bill greater 
than the amount allowed him by the act has lost his common-law 
right to sue for recoveiy, although it should be added that that com- 
mon-law right did not usually serve him very well in the past. 

Every compensation act now provides medical care, which is avail- 
able immediately upon injury. The cost of this care is borne wholly 
by the employer under practically all acts. In Alaska the worker may 
be charged $2.50 per month, and in Arizona and Nevada one-half 
the cost, but not more than $1 per month. In Washington the law 
formerly required that one-half the cost of occupational disease 
compensation be borne by the worker, but that provision was re- 
pealed in 1939. In Colorado, Idaho, Kentucky, Montana, and Oregon 
the workers may be required to contribute part of the cost of coop- 
erative hospitals. In Oregon workers pay one cent per day towards 
the cost of compensation, which may be thought of^as meeting a 
part of the cost of medical care. 

The amount of medical and hospital care allowed to injured work- 
ers varies greatly among the many jurisdictions. In 1952 there was 
no limit in the amount of care or in the time during which such care 
had to be provided in two-thirds of the jurisdictions. The remaining 
third limited either the amount or the time or both. In the four jtiris- 
dictions limiting only the amount to be provided, the maximum 
specified ranged from a high of $2500 to a low of $500. Five juris- 
dictions limited the time but not the amount, and the time varied 
from one year to four weeks. Nine jurisdictions limited both time 
and amount; the best combination was nine months and $1000 and 

Ceom E, Peterson, in Trends in WorhmerCs CompensoHon end En^ 
plbyee Ben^ts, American Management Association, 1946, pp. 5-6. 
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the worst was 120 days and $100. However, quite a few acts author- 
ize the administrators to allow additional services in special cases, 
with the result that in practically three-fourths of the states there 
are for most injuries neither time nor amount limits. It might be 
added that in many cases insurance companies voluntarily pay more 
medical benefits than the maximum specified in the law. Artificial 
appliances are made available in almost all of the laws. 

Despite the fact that improvements in medical aid provisions 
represent the greatest single advance in the development of Anfier- 
ican compensation acts, most of the states still have a long distance 
to go before it can be said that their injured workers are receiv^g 
adequate medical care. ^ 

The question of how the attending physician shall be chosen in 
case of injury has been and still continues to be troublesome. Various 
arrangements are to be found. In some cases, the employer or the 
insurance company chooses the physician; in others the employee 
chooses from a panel of doctors drawn up by the employer or in- 
surance carrier or by the state compensation authority in coopera- 
tion with medical organizations; and in still others the worker 
chooses whomsoever he pleases. Free choice by the worker, except 
at his own expense, was rare in the early days of the movement, 
but the trend has been in that direction for some time. 

Compensation costs have been found to be greatest under free 
choice of doctors by injured workers, largely because family physi- 
cians are relatively inexperienced in treating industrial injuries, and 
also in part because frequently family physicians hesitate to certify 
that their patient is able to work when that patient himself is not 
anxious to return to his job, as sometimes is the case. However, no 
arrangement is free from defects or abuse. Although recovery is 
more rapid under a system of directed choice, there have been 
cases where employers or carriers have put on the panels incompetent 
physicians, or men who were more interested in finding for the 
company than in treating the injured worker. The abuses to be 
found in medical aid have recently been receiving considerable 
attention, and there is reason to expect that some improvement will 
result. 

insurance. Liability to pay compensation and to provide medi- 
cal benefits is placed on the employer, who is also made to bear 
practically the entire cost. Nearly all of the acts also require that 
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the employer insure his risk, although most states permit employe 
to carry tiieir own risk, subject to approval by Ae compensation 
authorities. 

Private casualty insurance companies insured the employer’s lia* 
bility under the common and employers’ liability law, and a standard 
policy was developed to cover that risk. Private carriers are per- 
mitted to write workmen’s compensation insurance in all but eight 
states, where there are monopolistic state funds. 

’There has been developed the Universal Standard Workmen’s 
Compensation Policy, which is used in nearly all states. According 
to the terms of this policy, the insuring company assumes the obliga- 
tions imposed by the compensation law, and any liability that may 
exist under the common and employers’ liability laws as well. The 
laws are thus “read into” the contract. The carrier assumes all of the 
employer’s compensation liability, or stands in his place. However, 
in most states the insured employer does not completely shift the 
ri.sk, for if the carrier fails, the employer is still legally liable to make 
compensation payments. The employer’s relation to the carrier is 
contractual, but his relation to his employees is statutory.®" Only in 
some of the states having exclusive funds and in a few other juris- 
dictions is the employer’s risk absolutely shifted to the carrier. 

Insurance premiums are based on pay roll. The premium paid 
when a policy is written is necessarily an estimate, since total pay 
roll for the year is not known, and at the policy’s expiration a pay- 
roll audit is made and the necessary adjustments take place. Extra- 
hazardous classifications may be charged as much as $20 per $100 
pay roll, although the average rate is somewhere around $2. Other 
possible bases have been studied, but the pay-roll base has decided 
mechanical advantages. In any event, rates must cover costs, and 
costs depend on benefits and expenses. Any rate levied on any base 
must cover costs if it is to be continued. 

Basic premium rates for most states are established by the Na- 
tional Council on Compensation Insurance and its regional com- 
mittees, a rating organization composed of about 150 members, 
including stock and mutual companies, reciprocals, and competitive 
state funds, operating under a plan approved by the National Asso- 

®® For a summary statement of the law, see Arthur LenhoS, “Insurance 
Features of Workmen’s Compensation Laws," Cornell Law Quarterly, vol. 29, 
1943-1944, pp. 176-202, 353-379. 
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eiation of Insurance Conunissioners. Thore are also 11 ind^endent 
rating organizations serving as many states and two state rating 
boards. Monopolistic state funds establish their own rates.^^ 

On the basis of data submitted by carriers of all types for many 
years, the Council has constructed a highly developed system of 
risk classifications, and refinements are constantly being made. There 
are approximately 700 such classifications, based on the degree of 
hazard present in business operations. 

E^ch carrier cooperating submits its experience with ea<di policy 
soon after the police’s expiration, including pay roll, rate, premi^ 
by classification, number of losses, costs, and other pertinent det^. 
Tlie Council or rating bureau assembles the policies by the years ^ 
whidi they were issued. From the experience on these policies, these 
is developed a “pure premium,” whidi in general represents ihe 
actual cost of compensation benefits paid. This “pure premium” is 
then adjusted in various ways to project it to the level which other 
factors are expected to bring it during the following year, such fac- 
tors for example as amendments to compensation acts. The pure 
premiums so derived are tiben compared with those underlying the 
rates used in policies the experience under which is being consid- 
ered. Where the size of experience used for any classification appears 
to be inadequate, adjustments are made. Further adjustments may 
be made to give an overall rate level estimated necessary to meet total 
losses. These pure premiums are then multiplied by an “expense 
multiplier” to get the final rate. The result is called the “base” or 
“manual” rate, is revised every year and published in manual form. 

The rate actually paid by any given employer, however, is de- 
termined by a “merit rating” system. The first system so used is 
known as “schedule rating.” The manual rate was credited and 
debited on the basis of the observance of certain safety standards. 
Schedule rating has for the most part been replaced by other 
medH)ds, but it was still used in three states in 19^. 

A different system, known as “prospective experience rating,” was 
developed. In this method, experience under Receding policies is 
apfdied in determining what modifications to make in the new 
policy rate. Where fairly large risks are involved, the method worics 
very well. But for sotall risks, the projection of past experience into 

*^F(» a hiUer description of rate making, see Frank Lang, Workmen's 
Con^ientation Insurance, Richard D. Irwin, Inc., 1947, chap. v. 
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the new policy year has relatively little validity, and the method k 
not generally used. 

A more recent development is known as “retrospective experience 
rating.” It is not a substitute for the other two, but may be used to 
supplement them. Retrospective rating is a device which aims to 
rdate more dosely the cost to an individual employer of his own 
loss experience and the cost of administering his policy. It is a 
“cost-plus” proposition. 

The employer who is insured under this plan pays a basic premium 
covering costs which do not vary directly witii his losses, sudi as 
administrative expenses and taxes, and he is charged the “standard” 
premium. But he can “earn” back a part of that standard premiiun 
by reducing his accidents and his compensation costs. Each risk 
thus stands by itself under retrospective rating, at least beyond tiie 
minimum premium. Retrospective rating is “insurance and service 
up to the minimum premiiun— service in connection with losses from 
the minimum to the maximum premium, and insurance and service, 
again, in event that the maximum premium is exceeded.” 

Substantial savings have accrued to those using the plan. In New 
York from July 1, 1937, through January I, 1946, a group of 1689 
risks with a total standard premium of $68,695,442 saved $11,523,400, 
or 16.8 percent. 

High wages and full employment result in low insurance rates. 
These rates are then applied in the subsequent period of recession 
or depression with its reduced wages and employment. From 1918 
to 19^, rates declined 10 percent, then increased until 1937, when 
the rate level was 55.9 percent above 1918. During the years 1923 
to 1936, carriers consistently lost money. As wages and employment 
increased, rates began to decline and by 1946 the rate level was only 
12.3 percent above 1918.*® 

Private carriers have refused on occasion to write policies for cer- 
tain occupations and individuals. One method of meeting this situa- 
tion in some states has been for the compensation authority to 
aUocate the unwanted risks among the several carriers according to 
some plan. But this has not proved to be very e£Eective. Private car- 
riers have sometimes failed, with resulting losses to injured workers 
entitled to payments. In a few states, insurance carriers are required 

** George E. Peterson, in Trends in Workmen’s Compensatkm and £m- 
fdouee Benmits, American Management Assodatimi, 1046, p. 9. 

»»ttfci.,p.0. 
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requ&ed to insure, many small employers deliberately fiiil to do sa 
Tliey are to be sure subject to suit for damages and in some cases 
to prosecution. But the fotili^ of prosecution for failure to comply 
is shown in the experience of New York in 1936 when in an unusually 
intensive campaign, supported by several employers’ associations, 
against employers without insurance, convictions were secured in 
1384 cases out of 1699, but jail sentences totaled only 2110 days and 
fines $4176. The drive did, however, result in collecting foe major 
portion of compensation due to foe injured workers. 

Administration. Under foe common law, foe employer’s IhL 
bility to pay damages and foe amount to be awarded were d^ 
termined altogether in foe courts, frequently in a trial by jury. One 
of foe striking characteristics of workmen’s compensation legislation’ 
is foe machinery established to administer foe laws. In only six 
states are foe rights and obligations set forfo in foe acts left to foe 
courts to administer. Most states have established special agencies 
for administering compensation legislation, usually a commission, 
but sometimes only one commissioner. The commissioners are gen- 
erally appointed by foe governor, with foe result usual in American 
states that political considerations are frequently foe most Important 
in making an appointment. 

A harsh and stinging criticism of political administration, one 
whidi is surely a great, if not a gross, exaggeration, was made by one 
student of labor problems, who said foat not only were most of foe 
acts being administered by "imderpaid, mediocre, unqualified men,” 
but foat “some of these men are actually trading in the arms and 
legs and lives of their fellowmen; and many others, if not grossly dis> 
honesL are at least grossly hard and unfair.” ^ 

The tas^ of administering compensation legislation is manifold. 
First and foremost is foe necessity of determining whether an injury 
is CQveied by the law. If foe injury and worker are covered by foe 
act, it is then necessary to determine foe nature and extent of foat 
injury. Then follows foe problem of computing foe amount of com- 
pensation to whidr foe Marker or his dependents is entitled. Medical 
aid presents similar matters for determination. But the task is not 
ocniq>leted when these determinations are made. For workmen’s 

**E. E. Cummins, The Labor Problem in tiie United States, D. Van 
l^astcand Co., 1qc., '1932, p. 730. lliis passage remains unchanged in die 1947 
hdHiaa, wfairiils a revision made by Professor Fradc T. Devyver, p. 535. For a 
moite tempemte view, see HorowUx on Workmen's Compensation, pp. 284-j!90. 



WORKMEN'S C0Mm4&l»30K 4U 

ctm^iaisatioa lias substituted pret^ generally periodic payment lor 
the lump-sum judgments of tl^ common law. It is necessary to see 
that these payments are made regularly and in accordance with the 
law. All laws permit the commutation of periodic pajonents under 
certain conditions, and it is necessary tbat the comnmtations be 
properly supervised. Factory inspection, the prevention and report- 
ing of accidents, and vocational rehabilitation should also be integral 
parts of the administration of workmen’s compensation, but exc^^ 
for accident reporting they rarely are. Different methods of carry- 
ing out these functions are used in the various jurisdictions. 

Three systems for settling compensation claims are found in those 
states in which employers may insure their risks in private insurance 
companies, all three usually existing together: direct-settlement, 
agreement, and the “hearing” system. It may be noted here that 
nearly all acts require as a prerequisite to compensation diat the em- 
ployee give notice of injury to his employer or the employers agent, 
usually in writing, the object being to afford the employer or his 
insurance carrier an opportunity to investigate and to test the work- 
er’s good faith. But the requirement is not absolute, for notice of 
injury is not necessary if there is suflBcient reason for not having 
given it, if the employer has actual or constructive knowledge of the 
injury, or if failure to give the notice has not prejudiced the em- 
ployer’s cause. 

In the direct-settlement system, die employer or his insurance 
company determines the amount due and begins making payments 
immediately. There is no agreement with die employer and no initial 
determination is made by the state administrative agency. However, 
the employer’s determination of the amount due is subject to a 
supervisory check by the compensation authority, which decides on 
the basis of reports made by the employer or after a conference or 
hearing whether the amount is correct. 

The agreement system differs primarily in the fact that dther 
before or after compensation payments begin the employer and em- 
ployee reach an agreement as to the amount due. That agreraaent is 
valid only if the setdement is in accordance with the {ffovisions cl 
the compensation law, and it is subject to the compensation authw- 
i^s t^proval, which may be withheld on the basis (ff reports or a 
conference or hearing. In states with compensation authorities, all 
such tetdements are reviewed. Before the Great Depression, about 
90 percent of the olaims for compensation involved no cmit^ but 
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during the depression the number of contested cases increased con- 
siderably. Workers were trying to get more and employers were 
trying to pay less. 

It is amazing that the amount of compensation due should be left 
to agreement between injured workers and dieir employers, or in- 
surance companies. The extent of injury is a matter requiring the 
professional judgment of a qualified physician and certainly is not a 
matter on wUch a worker could be expected to have any judgment. 
Furthermore, a worker can hardly be expected to know the provi- 
sions of his state’s compensation law. The practice violates a funcb^ 
mental principle of social insurance, namely that the amount o| 
benefits payable should be determined by the state and not left to; 
individual settlement. 

How the agreement and direct-settlement systems work out is 
suggested by the results of an investigation of 1000 cases made in 
New York in 1918.®^ One hundred and fourteen agreements in cases 
involving serious injuries and which had been approved by the 
compensation authority were investigated. In 200 cases, employers’ 
accident reports were missing from the files, and in 714 cases reports 
of attending physicians were found to be missing. Many physicians’ 
r^orts present had misleading descriptions of the injuries involved. 

Injured workers had been paid $13,712.40. After the investigation, 
the commission made additional awards of $52,279.84, an average 
of more than $450 per case. The agreements were thus made for 
sli^dy more than 20 percent of the amount which the commission 
decided was due under the law. Many of the agreements filed with 
tibe commission were found to have misstated the wage, that proba- 
ble wage increases of minors had not been considered, that retroac- 
tive compensation for the waiting period in disabilities lasting more 
^bfln a stated time had not been made, and that the seriousness of 
some disabilities had been understated. 

None of these cases involved the state insurance fund. But the 
investigation also revealed that the state fund favored some em- 
ployers by cutting the compensation of their injured employees, the 
undmpayment amounting to $11,326.96 in 18 cases, an average of 
about $630. 

Administration of state laws in states permitting agreements and 

Jeremi^ F. Connor, Report to the Governor of New York, Legislative 
I>pcanient No. 26, 1920, summarized by W. F. Dodd, AdmktistrtiUon ^ "Work- 
men's Compensation, pp. 169 ff. 
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which have compensation authorities has greatly improved since 
1918, and the abuses now existing are certainly not so serious. But 
relatively few compensation authorities are sufiBciently well financed 
to enable them to determine accurately whether a multitude of settle- 
ments conform to the provisions of the state’s law. The whole story 
is not always in the reports. There really can be no certainty that 
serious abuses do not exist, or that they will not again become com- 
mon. In states with court administration, underpayment is probably 
more prevalent than in states with compensation authorities. 

The abuses can be appreciably lessened if accident reports are 
made by employers rather than by insurance carriers, if the compen- 
sation authority advises injured workers of their rights, if no agree- 
ment is approved unless a physician’s report is made, if payments 
are made to the claimant or to his order, and if the agreement is not 
made a bar to further proceedings.*^® 

It is not uncommon to permit employers and employees to com- 
promise claims for compensation in cases where there is a dispute 
as to the employer’s liability or as to the extent of the injury, but 
usually only with the approval of the compensation authority. Al- 
though something can be said in their behalf, too often these com- 
promise settlements result from insurance carriers’ attempts to hold 
down costs at the expense of the injured and ignorant workers, and 
compensation authorities have been too lax in giving approval. 

In a thorough-going “hearing” system, all injuries would be fol- 
lowed by a public hearing by the compensation authority and the 
amount of compensation due, if any, would be determined by the 
state after the hearing. New York tried this from 1919 to 1936, but 
the cost and wage losses of attending workers were so great that 
hearings were limited to cases that appeared to be compensable.®^ 
Contested cases are of course always heard, usually by a commis- 
sioner or deputy commissioner. In contested cases, the worker in 
order to be heard must always file a claim or application for com- 
pensation with the proper administrative agency. This must be done 
for all cases, whether contested or not, in states with monopolistic 
insurance funds. It is becoming more common to hold “prehearing 
conferences” in which informal consideration is given to contested 
claims. 

W. F. Dodd, AdministraHon of Worhmen^s Compensation, pp. 181-185. 

For a more detailed description of these systems, see U.S. Bureau of 
Labor Statistics Bulletin No. 672, pp. 118-128. 
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Hie burden of establishing his claim for compensation, wh^her 
b^ore a referee, commission. Or court, rests with the injured woriser, 
or in fatal cases witb his dependents, although in some states it 
is presumed that the injury is covered by the act and diat it was 
not willfully incurred or the result of intoxication, that sufficient 
notice was given, and that medical and surgical reports of doctors 
for die claimant constitute prima fade evidence of the medical facts. 

As a general rule, the procedure followed in hearings is simple 
and informal. Only one act, that of Alaska, provides that evidenfo 
introduced in hearings shall be in accordance with the “rules bf 
evid^ce” developed by the courts. In all other jurisdictions, mo^ 
or less freedom exists to introduce any evidence that might bf 
helfrful. One of the important rules of evidence relates to hearsay. 
In compensation hearings, hearsay evidence may be introduced, 
and if not objected to by the opposing party it will stand. Where 
diere is objection, it usually will also stand. But the general practice 
is that an award cannot be based merely on hearsay evidence, but 
must be supported by some “legal" evidence. Circumstantial evi- 
dence also is admissible, but an award must be based on more than 
q>eculation, surmise, or conjecture. Commissioners may also con- 
sider generally known facts, and evidence which can be observed 
but not introduced into the record— how the injured employee acts, 
for example. Relaxing the rules of evidence has, on the whole, been 
beneficial, but it has brought problems of its own, such as awards 
based on what appears to be the flimsiest of evidence. 

.When hearings are held, the main purpose is usually to determine 
the extent of the workers injiuy. Medical testimony is important 
Some the difficulties facing the compensation authorities are sug- 
gested here: ^ 

If some injured workers are not already “shell shodced" or neurotic be- 
fore diey attend a hearing and listen to the medical testimony, they are 
indeed tody and nonsuggestible if th^ leave the hearings in other than 
a hopeless state of mind. It is a common occurrenceior medical witnesses. 
In ardor to obtain a maximum disability rating for die worker, to testify 
toudly and emphatically that the injured man will never be able to resume 
hki aocustcHned occupation, that he is seriously and permanently disabled, 
tihat his ccmdition will get worse instead of better, and as an oc c aa k ma l 
dimax that the worker may die soon. 

** MardtaD Dawson, hi U.S. Bureau of Labor Statistics Bdletia No. 972, 
pi 127. 



WORKMEN'S €X>MP£NSATION 415 

UsuaBy, tbe insurance company is not legally required to explain 
to an injured worker what his rights are under the compensation law. 
The picture of medical testimony from the insurance company’s 
employer s side is as dark as from the worker’s side, as the following 
quotation makes clear: 

. . . Insurance company practice in the chief industrial centers of each 
jurisdiction studied is, on the whole, restricted to a relatively small group 
of doctors whose written reports and findings and verbal testimony favor 
their employers, the insurance companies, with monotonous re^arity. 
The conclusion is inescapable that most of these doctors are selected or 
retained for their legal ability in defeating employee’s claims rather than 
for their medical skill in heaLmg their injuries. 


In order to resolve such confiiicts in testimony, compensatimi 
authorities, or courts, may appoint independent physicians to ex- 
amine the injured worker and report on the nature and extent of his 
injury. The practice of appointing neutral physicians is also used to 
decide cases in which malingering is charged. Malingering resulting 
from workmen’s compensation is common enough to have been 
given the special designation of “compensation neurosis.”^® The 
practice, wi& modifications, has also been used to prevent excessive 
charges made by some physicians, and excessive charges have not 
been uncommon. 

Lawyers are not immune from criticism, as is shown in this de- 
scription of hearings under the Illinois act: 

In conducting the examination and cross-examination of witnesses, 
every lawyer uses his own methods and devices. In few cases does the 
purpose seem to be the clear presentation of all the facts. Some attorneys 
are overbearing and treat witnesses, especially timid ones, as though they 
were felons. Some endeavor to drag all kinds of extraneous matter into 
the record for the purpose of confusing the issues. One insurer’s attorney, 
as a major element in his strategy, adopts the policy of insinuating that 
claimants are moral degenerates. In some cases the representatives of in- 
surance companies deliberately extend their questioning to as great a 
length as possible merely to make the record so long, and therefore so 
cosdy to transcribe, that the claimant cannot afford to appeal from the 
arbitratOT’s decision should it be against him. Some lawyers make stand* 


W. F. Dodd, op. cU,, p. 491. 

Joseph Aub, M.D., in U.S. Department of Labor, Divisioii cff Labor 
Standards Bidl^n No. 2, p. 142. 
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ardized **wise cracks” at appropriate times to cloud the issue. One has his 
n)ladc book” in which he has written down and classified his “wise cracks” 
and quotations from the testimony of medical witnesses at previous trials, 
and which he uses to discredit the testimony of these witnesses when they 
appear against him. Many lawyers often succeed in requiring yes-or-no 
answers to questions that cannot properly be answered in this way be- 
cause of the complexity of the subject matter. This may not only prevent 
the whole truth from being brought out but may also distort the meaning 
of the witness. 

Court Administration and Appeal. In states where there is 
compensation authority, of which there are still six, the administra- 
tion of claims is left to the courts. In effect this means that the 
amount due is determined by direct settlement or agreement, with- 
out any supervision except in contested cases. It is common to re- 
quire that copies of agreements be filed with the courts, but for the 
most part the courts are interested in knowing whether the agree- 
ment is in proper form rather than in whether it represents a just 
evaluation of the amount of compensation due. Contested cases go 
to the courts for determination, and the courts decide how much is 
due under the law and the facts. But their decisions are generally 
without the benefit of expert knowledge of the industry, accidents, 
medicine, and the intricacies of the compensation law, and without 
the benefit of accident and inspection reports and other supple- 
mental information available to a state compensation authority. 
Underpayment and delays in the settlement of contested cases are 
said to be greater than under any other form of administration. 

In states with compensation authorities, appeal to the courts is 
permitted, except in Nevada. That makes it necessary or desirable 
for the compensation authority to handle contested claims in some- 
thing of a legalistic manner, at least with one eye to what the ju- 
diciary may do if an appeal is taken. It becomes desirable for the 
worker to employ an attorney, which reduces somewhat the net 
value of his award. Appeal to the courts has generally been consid- 
ered necessary in order to prevent abuses in claims and administra- 
tive process, and to establish uniformity and consistency in the 
interpretation and application of compensation laws. 

Courts of first instance are generally district or county courts, but 
in some states appeals from decisions of compensation boards or 
commissions are taken directly to the state supreme courts. As a 
general rule, courts pass only on questions of law, the facts as found 
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by compensation authorities being binding. In a few jurisdictions, 
however, the courts also pass on questions of fact. Trial by jury is 
practically nonexistent. 

Most laws provide that where the worker is successful on appeal, 
partial or total reimbursement of “reasonable” attorney and witness 
fees will be allowed. These are sometimes also allowed when in- 
curred at commission hearings. 

It may be well to point out here the fact that the legal profession 
has not been especially interested in workmen s compensation. Ap- 
pearing before a group of lawyers, one man said: 

Workmen’s Compensation may be said to be not unlike a stepchild in 
the field of American jurisprudence. Perhaps its want of legal parenthood 
and lack of tradition accounts for the sHght consideration it has had from 
the organized legal fraternity and from recognized law schools. Until 
quite recently, compensation was accorded almost no recognition in your 
profession, although the subject had for many years obtruded itself upon 
the courts, and the decisions in compensation appeals had filled many 
hundreds of pages in the law reports.^2 

Futher light on the profession s indifference is shed by a legal 
scholar who writes: 

When, about a generation ago, the first workmen's compensation acts 
made their appearance in this country, their fascination for a profession 
imbued with the 19th century tort doctrines resulted upon the excision of 
the defenses of contributory negligence and assumption of risk from ac- 
tions for industrial injuries. In this vein, an eminent law professor denied 
that the insurance feature was the most important point of compensation 
law, . . . and made a criticism touched with irony of the stress laid upon 
that feature by stating that it has “naturally been emphasized by laymen.” 
... It is probable that the aversion of the profession at that time to the 
study of statutory law contributed to the attitude of indifference toward 
the practice of the new subject.'*® 

Total Compensation Payments. Accurate figures on the total 
amounts received as benefits by injured workers and their de- 
pendents are not available, but reasonably satisfactory estimates 
have been made. Table 58 gives estimates of cash payments made 
under workmen s compensation laws. 

^ Henry D. Sayre, Address to the Insurance Law Section, Fifty-Seventh 
Annual Meeting of tne American Bar Association, August 30, 1934. ^ 

Arthur Lenhoff, ‘‘Insurance Features of Workmen's Compensation Laws, 
Cornell Law Quarterly, 1943-1944, vol. 29, p. 377. 
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There has been a steady increase in total cash ben^t payments 
during recent years, explained largely by more injuries resulting 
from an increasing volume of employment and production, and also 
by legislative liberalization of benefits. For the year 1951 it has been 
estimated that the total of cash payments amoimted to $708 million. 
There is every reason to believe that for future years the totals will 
be even larger. Approximately 80 percent of total cash payments are 
made to disabled workers, and the remainder, in the form of monthly 
braefits, goes to survivors of the persons who are killed in work Oc- 
cidents. ^ 

Table 58. Estimated Cash Payments Made Under Workmen’s ’’ 
Compensation Laws, 1940, 1942-1947*^ 

(In Thousands) 


Year 

Total 

Disability Monthly Survivor 
Payments Payments® 

1940 

$162,000 

$130,000 

$32,000 

1942 

212,000 

170,000 

42,000 

1943 

227,000 

182,000 

45,000 

1944 

250,000 

200,000 

50,000 

1945 

261,000 

206,000 

55,000 

1946 

280,000 

220,000 

60,000 

1947 

330,000 

275,000 

55,000 


* A small but unknown amount of lump-sum payments included with monthly payments. 


In addition to cash payments, substantial amounts are paid for 
medical care. The amount spent for medical care in recent years 
has been estimated at approximately $250 million annually. Table 59 
shows estimated total payments, including those for medical care, 
made in specified years, and breaks those totals down by type of in- 
surance carrier making them. 

Private insurance carriers normally make somewhat more than 
half of all benefit payments. The higher proportion of benefits paid 
by private carria's during the war years is explained by the fact that 
employars with war contracts tended to insure with sudi carriers. 
State funds, competitive and monopolistic, pay out about one^fourlh 
of the total. The proportion paid by those who carry their own insur- 
ance is aboist one-fi^ 

** Social SeowUy Yearbodc, 1945, p. 18, TaUe 11; Social Secwitg BiiBeHa, 
August 1948, p. 17. 
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Unfortuzutety, diere are no available estimates of the numbor of 
persons receiving these benefits and therefore nothing can be con- 
eluded from the figures as to their adequacy. But it is known that 
benefit scales are low compared to losses in earnings and cost of 
medical care, and it seems reasonably safe to say that not as much as 
40 percent of the losses suffered by workers and their dependants 
are reimbursed. The proportion of net loss was appreciably greater, 
and less equitably distributed, under the older employers’ liability 
system. 


Tabu 59. Estimated Total Workmen’s Compensation Payments, 
for Specified Years 
(In Millions) 



1940 

1942 

1943 

1944 

1951 

Total benefit payments $257 

$336 

$357 

$390 

$708 

Insurance losses paid, pri- 

vate insurance carriers 

135 

190 

213 

238 

444 

State fund net disburse- 

ments 

73 

81 

82 

85 

167 

Self-insurance payments 

50 

65 

62 

67 

97 


Vocational Rehabilitation. In 1920, the Federal government 
enacted a law to promote the vocational rehabilitation of physically 
disabled persons. At that time it was estimated that between 50,000 
and 70,000 persons were in need of rehabilitation. Ten states had 
already made some attempt to cope with the growing problem, and 
in eight of them programs of some sort were in operation. Thirty 
states immediately took advantage of the Federal subsidy, but the 
others lagged. In 1930, there were 35 states participating, and by 
1937 all but Delaware. 

The Federal Act made a minimum of $5000 annually available to 
each state participating, and additional grants were made on a popu- 
lation basis, although states were required to match these additional 
grants. Altogether, one million dollars of Federal money was made 
available annually. Few states really put their hearts into the pro- 
gram. At the dose of 1935, 17 states appropriated more tiian the 

Adapted firwi MidiaUna M. Libman, '‘Woilanen’s Compensatiao Bracfits 
in die United State*, 1939, 1940,” Social Security BuOeHn, January 1942, p. 12, 
and sidbsequent Issues ^ Bulletin. 
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maximum amount of the Federal subsidy, seven fully matched the 
grants, and 21 appropriated less. 

Federal funds could be used only for rehabilitation, although 
there were no eligibility limitations related to cause of disability, 
Fimds could be used for artificial limbs, appliances, special training, 
and guidance, and follow-up visits while on a job. Retraining of un- 
employed persons was not, of course, a part of the program. A few 
states provided for the maintenance of disabled persons undergoing 
vocational rehabilitation, but in general the lack of maintenance^ 
was a serious deterrent to the disabled. Most of those being maiDt^ 
tained were industrially crippled and the money came from worlqi 
men s compensation funds. In 1934, when this program was at its 
peak, only 8000 cx)uld be rehabilitated. Between 1920 and 1934, 
only a total of about 70,000 received the benefits of the program. 

To strengthen and extend the program, the Congress in 1936, as 
part of the Social Security Act, increased the annual amount of 
money available by $841,000 for 1936 and 1937, and authorized a 
total appropriation of $3.5 million annually thereafter. The sum of 
$15,000 annually is apportioned to Hawaii and the remainder, less a 
substantial sum to cover Federal administrative expenses, is made 
available to the 48 states, no state to receive less than $20,000. 

The program of rehabilitation is closely tied in with the adminis- 
tration of workmen’s compensation. Compensation legislation is 
making its contribution by liberalizing provisions for medical care 
and by authorizing additional cash payments to workers undergoing 
vocational rehabilitation. 

Rehabilitation of injured workers should be followed by reem- 
ployment. However, a crippled person may be an added liability to 
an employer in case of a second injury. If, for example, a worker 
with only one eye is employed and loses that eye in an accident, the 
employer might be charged with a total disability. 

To avoid this, it is provided in nearly half of the jurisdictions that 
employers of partially disabled workers who aroRgain disabled are 
to be assessed only the cost of the second injury. In some states a 
“second injury” fund exists from which the worker is paid in part. 
Hie most common source of money for these funds consists of* pay- 
ments made by employers in death cases where there are no de- 
pendents, usually $500 or $1000. In a few states, insurance carriers 
and the self-insured pay a percentage of the compensation or pre- 
miums paid. State contributions are rare. 
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The problem of rehabilitation has certainly not yet been solved, 
and the results to date are none too encouraging, although theije is 
some reason to believe that in the future more consideration will be 
given to the problem.'*® It was difficult to break away from the com- 
mon law of negligence to one compensating without regard to negli- 
gence, and it is even more difficult to develop a broad view of the 
compensation system as a device for reducing accidents, speeding 
recovery, and rehabilitating industrial cripples, as well as recouping 
in part the wage losses suflFered. 

Accident Prevention. One of the principal hopes of early stu- 
dents of workmen’s compensation legislation was that it would lead 
to the prevention of industrial accidents. In some states the admin- 
istration of safety legislation, including the reporting of accidents, is 
vested in the compensation authority, and the tendency to do this is 
continuing. Unless accidents are fully and promptly reported to the 
compensation authority, the administration of the act will suffer. 
No other agency would seem to have nearly as much interest in 
reducing accidents as the compensation authority. 

Substantial progress in the reduction of accidents has taken place 
in the United States since 1911, and much of the reduction has come 
about as a result of workmen’s compensation legislation, and some 
as a result of the administration of safety legislation by compensation 
authorities. It can be argued, and with reason, that even more could 
be done if legislatures would only vote adequate authority and 
funds. 

In Retrospect. Workmen’s compensation has been in operation 
now for a generation, and there are not many persons living who 
know from first hand experience the conditions that preceded it. This 
flashback is worth giving: 

After nearly 23 years of workmen’s compensation acts in these United 
States, I believe that this may be an opportune time to take stock, so to 
speak, and to find out whether we are going ahead or whether we are 
slipping back. This occasion carries me back to the time when we had no 
compensation laws in the United States. In fact, my mind goes back 
farther than that, to when I was a little chap 11 years of age, working in 

^® See American Management Association, Trends in Workmen* s Compen^ 
nation and Employee Benefits, pp. 13-14, 19-20. 

Joseph A. Parks, in Proceedings of the 1934 Convention of the Inter-- 
naUond Association of Industrial Accident Boards and Commissions, U.S. De- 
partment of Labor, Division of Labor Standards, p. 1. 
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« cotton mill in England. I remember being in the mill }rard, and peering 
tbrou^ die window of the office of the mill I saw a man sitting on a 
stool. His hand was hanging off— there was only a piece of skin holding it 
in place. He was receiving no medical attention whatever. I inquired, in 
my boyish way, why something was not done for him, and was informed 
that a wagon would come for him soon and take him to the infirmary. I 
asked why there wasn’t some way of helping him in the mill, and was told 
the mill ffid not have anything of a surgical character. By and by, a wagon 
came and the man was bundled off to the hospital. I was informed later 
diat nothing would be done by the mill in the matter; that there vlfere 
plenty more to take the man’s place. That made a profound impressioiif\oD 
my mind, one I have never been able to eradicate. |i 
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CHAPTER SEVENTEEN 


THE PROBLEM OF ILLNESS 
AND DISABILITY 


The strength and persistency of the American movement for national 
compulsory health insurance are eloquent testimony to the fact that 
the downward trend of insecurity is not a conclusive criterion on 
which to base social policy. For Ae health of the American people 
is on a higher level today than ever before and it gives every promise 
of steadily continuing to improve. However much may be said about 
the inadequacy of medical care, and much can be said, it must al- 
ways be borne in mind that the inadequacy results from failure of 
the existing system of medical care to progress as rapidly as the 
mass of people desire. And that in turn results largely from the 
failure of income to keep pace with the development of opportuni- 
ties to spend that income and with the development of our social 
conscience. 

Our doctors are better trained today than they have ever been, 
they have more and better medicines, equipment, and facilities to 
work with, including hospitals and means of transportation, and 
medical research in America is now equal or superior to that in any 
other country.^ The development of public health agencies and 
programs has made notable contributions to the reduction of illness 
and death, as has improved knowledge of dietetics. Real income, 
which is a basic factor in health, is materially higher than it has ever 
been. 

The death rate for whites, which is one index of physical well- 
being, fell from 17.2 per 1000 population in 1900 to 10.8 in 1940, to 
approximately 7 in 1M7, and is still going down. Although the ^mn 

^Bemloni J. Stem, American Medical Practice, Commoaweahli Fnn4 
1945. ^ 
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of life has changed but little, the average length of life has increased 
materially in the past 50 years. The estimated life expectancy of a 
white child bom today is about 65 years at birth, which is about 13 
years more than it was in 1900. That increase has resulted largely 
from prolonging the lives of infants and youths. Life expectancy for 
persons under 40 has increased appreciably since 1900, because of 
the virtual eradication or marked reduction of typhoid fever, diarrhea 
and enteritis, diphtheria and tuberculosis, smallpox, yellow fever, 
malaria, and pellagra. For those above 60, life expectancy liias 
changed relatively little since 1900. Progress has been slow in cbn- 
quering the degenerative diseases, such as cancer, diabetes, he^ 
diseases, arthritis, rheumatic fever, peptic ulcers, hypertension, and 
nephritis. 

Great strides have been made by medical science in combatting 
diseases, and some of the 'Tcillers"* have been brought under a fair 
degree of control, so much so that the degenerative illnesses of old 
age are assuming relatively greater importance. Geriatrics is a field 
of medical practice concerned with "conditioning the declining 
human organism to the environment in which it has to live.'" Given 
time, it will without doubt show substantial results. There is every 
reason to believe that the death rate and the rate of illness will con- 
tinue to go down for many years to come. 

Yet despite all of the improvement that has come about, sickness 
is still the most persistent, serious, and uncertain hazard confronting 
the mass of our people. Except during periods of excessive unem- 
ployment, such as this country experienced from 1932 until 1942, 
illness has been the major reason why people have sought charity 
and relief. As yet it is possible to describe only the outlines of the 
major problems involved, and these outlines appear only through 
incomplete reports and limited studies. One student of the problem 
has aptly described the situation in the following words: 

The data necessary for comprehensive analysis of national health prob- 
lems are not available from regularly compiled records. Local, State, and 
Federal health agencies collect information principally on births, deaths, 
and a limited list of incompletely reported communicable diseases. On 
the frequency of accidents and disabilities resulting therefrom, only ap- 
proximate estimates based on records of insurance companies, workmen’s 
compensation commissions, and industrial and safety organizations have 
been available. As to the provision of medical care, records of doctors, 
ho^itals, and health agencies lack the uniformity and centralization 
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necessary for statistical comparisons. Any adequate picture of care re- 
ceived in relation to needs can be obtained only dirough family reporting.^ 

Great care must be exercised in drawing conclusions from such 
fragmentary data as are available. The circumstances under which 
a survey was made, the persons making it, the time of the year and 
the localities in which it was made, and, above all, the definition of 
what constitutes disability, must be taken into consideration, for they 
all afiFect the results. 

EXTENT OF DISABILITY 

One study has given us fairly comprehensive, although far from 
precise, data. The United States Public Health Service sponsored the 
National Health Survey, which extended in time from October 1935 
to the end of March 1936, covered over 700,000 urban households 
in 18 states, and 37,000 rural households in 3 states, and included a 
total of nearly 3 million persons.® Some general findings of that 
survey are given in Table 60. 

Numbers Disabled. It was found by the National Health Survey 
that 4.4 percent of the population observed were disabled on the day 
they were visited. All wages and all disabilities which kept a person 
from work, school, domestic duties, or other activities for at least 
one day were included. The percentage figure of 4.4 was not that of 
any given day, but rather that of the day of visit. Visiting days cov- 
ered the winter and early spring months of 1935-1936, and it should 
be added that there was a mild epidemic of influenza in the spring 
of 1936. 

Assuming that the sample covered represented conditions in the 
country as a whole, which then had a population of 132 million, we 
may say that during those winter and early spring months 5,700,000 
persons were disabled on any one day. More than one-fourth of 
these, or 1.2 percent of the entire observed population, had been 
disabled for the entire 12 months preceding the day of visit. Apply- 
ing the same percentages to a population of 145 million, the total 

2 George St, J. Perrott, Clark Tibbitts, and Rollo H. Britten, The National 
Health Swvey, Public Health Reports, vol. 54, No. 37, September 15, 1939, p. 
1664. See also George W. Bachman and Lewis Meriam, The Issue of Comptdsorg 
Health Insurance, The Brookings Institution, 1948. 

® For a detailed statement of the project, see The National HedUi Suroey, 
loc. cif., pp. 1663-1687. 
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Table 60. Rates of Illness According to Several Measures, as 
Shown by the National Health Survey * 


Type of Information 

Percentage of persons disabled on day of visit ^ 

Percentage of persons disabled for the whole 12 months immedi- 
ately precedLig visit ® 

Percentage of persons reported as having a chronic ^ disease or im- 
pairment ® ** 

Illnesses disabling for a week or longer during the 12 months im- 
mediately preceding the visit: ® f 
Frequency per 1000 persons: 

All illnesses 
Acute 
Chronic ^ 

Diseases 
Impairments ® 

Excluding persons disabled for the whole period 
Number of days of disability per person observed: » 

All illnesses 
Acute 
Chronic 
Diseases 
Impairments 

Excluding persons disabled for the whole period 
Number of days of disability per case: ^ 

All illnesses 

Acute 

Chronic 

Excluding persons disabled for the whole period 
Percentage of workers ^ 15-64 years of age who were reported to 
be “unemployable” by reason of disability * 


Rate 

4.4 


1.2 


17.7 


■'A 

17iH 

123 

48 

45 

2.9 

159 


9.9 

2.6 

7.3 

6.3 
1.0 
5.6 

58 

21 

154 

36 


1.1 


• Baaed on 2,502,891 peraona in 88 eitiea. 

* "Chroide** refera to illneaaea the diaeaae asrmptoma of which had been obaenred for at 
leaat 8 montha before the day of viait. 

• "Impainnent** indudea impaired or loat membera, deafneaa and blindneaa. (A penon 
may haye had more than one chronic diaeaae and/or impairment. ) 

< Baaed on 12,612 punch carda adected at random (every 200th card) from among 
thoee for 2,602,891 peraona in 88 eitiea. 

* Indudea aome caaea which had been diaabled for leaa than one week, via., fatal caaea, 
eonSnementa, and hoapitalized caaea. 

f Baaed on 2,860,961 peraona of known age and known annual family income in 88 
eitiea. Limited to caam and peraona wiUi certain deflnitiona given in Public Health Be- 
porta, March 15, 1940, p. 46. 

9 Baaed on caaea with known duration of diaability. (Thoae with unknown duration of 
dlaability amount to only 0.4 percent of aU caaea.) 

^ Calcul ate d according to the formula where P = number of peraona in the general 

W-f P 

population who were, beeauae of chronic diaeaae or impairmenta, prevented from aeek- 
Inp work, and W =: number of workera. 

*8olc or primary diagnoaea; groupa given in Publie Health Reporta, Mardi 16, 1940. 
lijp. 467-4^0. 

^ Pd>lic Health Rqxirts, Mardi 15» 1940, p. 445. 
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would be 6,380,000» of which 1,740,000 would have been disabled 
for 12 months or more. 

Illness is more prevalent in winter than in other seasons. A study 
made by the Metropolitan Life Insurance Company in the spring 
months of 1915-1917 showed that about 2 percent of the population 
canvassed were disabled. But blindness, crippling defects, mental 
and nervous patients in institutions, and mental defectives not in 
institutions were not included in the Metropolitan survey, as they 
were in the National Health Survey. 

It is not uncommon to find the estimated number disabled today 
inflated to 7 million and misinterpreted as meaning that 7 million 
“men and women ’ are “too sick to work on the average working day 
in the year.” About 30 percent of the population is under 15 years 
of age and about 7 percent is 65 or over. Few of these work for 
wages. Furthermore, about half of the population of working age 
consists of females and only a small percentage of these are wage 
earners. Still fmther, there is more disability in the winter months 
than in others, and the 4.4 percentage figure is too high as a general 
average. A more reasonable estimate would seem to be that approxi* 
mately 3 million persons are not able to work on the average work- 
ing day. Even that seems to be much too high, rather than too low, 
an estimate. 

In addition to those completely disabled by illness, there are many 
others, perhaps as many as 2 percent of the population, who thou^ 
not well nevertheless continue to pursue their normal activities, but 
usually at reduced rates of e£Sciency. In numbers there are, if this 
estimate is accurate, about 1 million who are at their employments 
and should not be. 

It should be noted that figures showing the amount of illness exist- 
ing at any given time will vary with the intensity of the investigation 
made. Most investigations are rather superficial. Many people in 
need of medical care are not aware of the fact, and even physical 
examinations by general practitioners would not reveal all existing 
disabilities. Cancer, for example, is frequently discovered only after 
it has developed into an advanced, if not incurable, state. Eye and 
ear troubles often develop without being detected in their early 
stages. And many have died of heart trouble who were thought to 
be perfectly weU. Tuberculosis is now frequently detected in its 
early stages, but only where special examinations are made, and it is 
still true tliat' a large proportion of tuberculous patients entering 
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sanatoriums are in advanced stages of the disease. It might be added 
that millions of people subscribe to religious creeds, doctrines, or 
tenets that do not permit, or that discourage, acceptance of the ex- 
istence of sickness. 

Frequency of Disability. It was found in the National Health 
Survey that the frequency rate for illnesses lasting 7 days or more 
was 171.4 per 1000 persons for all ages for a year. In a population 
of 145 million, this would mean a total of nearly 25 million illnesses 
annually, lasting for 7 days or longer. If cases of disability lasting 
less than 7 days were included, the frequency rate would be appr^ 
ciably higher, but not so significant by reason of including man^ 
trivial cases. The frequency trend in sickness and nonoccupational 
injuries is said to be downward.® 

Not everybody experiences disability during the course of any 
given year, yet few escape it altogether for any appreciable period 
of time. On the other hand, many experience more than one illness 
during the course of a year. Although it is impossible to predict 
who will be ill or for how long, it is possible to tell with some degree 
of accuracy what the incidence of illness will be. Data gathered by 
the Committee on the Costs of Medical Care indicate that for every 

1,000, (XX) persons the incidence of illness during the course of any 
given year will be approximately; ® 

470.000, or 47 percent, will suffer no serious illness 

320.000, or 32 percent, will be sick once 

140.000, or 14 percent, will be sick twice 

50.000, or 5 percent, will be sick three times 

20.000, or 2 percent, will be sick four or more times 

B In a study of the experience of sick benefit associations covering the 18- 
year period 1920-1938 and including 2,652,759 years of exposure for men and 
238,240 for women, it was found that the frequency rate of illnesses causing dis- 
ability for 8 or more consecutive days for men rose from 94.1 in the 3-year period 
1921-1923 to 109.8 in the period 1927-1929, dropped to a low of 81.8 for 
1933-1935, and increased again to 90.9 in 1936-1938. A similar trend existed 
for women. The trend is much more marked in sicknesrthan in nonindustrial 
injuries. The ratio of the rate of sickness and nonindustrial injuries of women to 
that of men for the entire period was 1.57. For sickness alone, the ratio was 1.63. 
W. M. Gafafer, The Course of Disabling Morbidity Among Industrial Workers, 
1921^1938, Public Health Reports, May 31, 1940, p. 964. Data for subsequent 
years diow a continuation of the downward trend. 

^ I. S. Falk, Margaret C. Klem, and Nathan Sinai, The Incidence of Illness 
end the Receipt ana Costs of Medical Care Among Representative Families, 
Univecsity of CSikago Press, 1933, p. 15. Quoted in Senate Coxnmittee Print No. 
,4, 79tfa Gong., 2nd Sess., p. 7. 
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If these percentages are applied to a population of 145 
they will give a total of 97.3 million illnesses annually. The frequra<y 
of Usabilities lasting 7 days or longer is given as 171.4 per 1000. Ap- 
plying this to a population of 145 million gives a total of 24,853,000. 
We might, with reservations, conclude that there are annually ap- 
proximately 72 million cases of disability lasting less than 7 days, 
which is approximately 3 times as many as last 7 days or longer. 

Severity Rates. It is important to know the total number of ill- 
nesses at any one time or in any one year. But many of those illnesses 
are not serious. More important, especially in relation to medical 
care or cash sickness benefit systems, is the severity of disability, i.e., 
the number of days lost. 

Average. The average duration of disabilities lasting for 7 days 
or more for all illnesses and all ages per person observed in the 
National Health Survey was 9.9, nearly three-fourths of which 
resulted from chronic disabilities. The Committee on the Costs of 
Medical Care in periodic visits to 9000 families over a 12-month 
period during the years 1928-1931 found 0.73 days of disability per 
person annually resulting from cases disabling for less than 7 con- 
secutive days. This could be added to the 9.9, making a total of 10.6 
per person, bearing in mind, of course, that the 9.9 figure is for 
winter months and therefore is probably high as an overall average. 
Excluding persons disabled for the entire period of 12 months, the 
National Health Survey found that the number of days lost per per- 
son observed was 5.6, counting only disabilities lasting for 7 days or 
longer. 

Disttibution. Average duration of disability per case throws 
some light on the problem. But perhaps a more significant measure 
is the distribution of all illnesses by duration. Some notion of the 
distribution of disabilities by duration is given by the Committee 
on the Costs of Medical Care’s survey of 8758 families in 18 states 
covering the period 1928-1931, in which each family was under ob- 
servation for 12 consecutive months.^ 

The average number of days lost per person was 8.7 and per dis- 
abling illness was 14.3. More than half of those ill were, of course, 
disabled for only a short time. Twenty percent were disabled from 
one to two days; 22.3 percent from 3 to 5 days; 15.9 percent from 6 

’’ Selwyn D. Colling, Duration of Ittness from Spedfio Diteatea Among 9000 
FamUiet, labile Health Reports, May 17, 1940. 
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to 11 days; 23.9 percent from 11 to 17 days; and 17.8 peromt for 
18 days or more. Only 4.4 percent were disabled for more than 45 
days during the 12-month period. The percentage of cases in whidi 
the sick person was in bed for one day or more was 51.1.® 

Selective Service Data. Another indication of the nation’s state 
of health is afforded by data relating to selective service registrants 
rejected as unfit for service in the armed forces. Some 16 million per- 
sons were examined, and fully half of them were found unfit for 
military service. About 5 million were rejected outright, 1.5 million 
not considered fit were nevertheless inducted and were rehabilitated 
by the armed services, and 1.5 million were later discharged for non- 
service connected mental and physical defects. f. 

The principal causes for rejection of registrants 18 to 37 years of 
age at local boards and induction stations from October 1940 to 
May 1944, and the percentage which each represents of the total, 
were as follows: ® 


Mental disease 17 

Mental deficiency, including educational 14 

Manifestly disqualifying defects 10 

Musculoskeletal (muscles and bones) 7 

Syphilis 7 

Cardiovascular (heart and blood vessels) 6 

Hernia 6 

Neurological 5 

Eyes 5 

Ears 4 

Tuberculosis 3 

Lungs 2 

Underweight and overweight 1 

All others 13 


The rate of recorded defects per 1000 registrants examined was 
liigh for all causes except tuberculosis, blood deficiency and infec- 
tions, and parasitic diseases. Three sample studies of defects are 
available. One of these includes 121,966 registrants examined from 
iNovember 1940 through September 1941. That sample shows that 

9 A distribution of those bed cases by duration shows that 32.8 percent were 
for 1 to 2 days; 30.1 percent for 3 to 5 days; 14.1 percent for 6 to 8 days; 8.4 
wrcent for 9 to 11 days; 7.1 percent for 12 to 17 days; 3.2 percent for JL8 to 24 
mys; 2.5 percent for 25 to 45 days; and 1.9 TOrcent for 46 to 365 days. 

^ Senate Committee Print No. 4, 79th Conjg., 2nd Sess., p. 5. See Bachman 
.imd Merians, op. dt., chap v, for a critical ana^sis of selective service rejection 
atafirtios. 
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the nuxnber of reccnrded defects per 1000 examined was: eyes, 123«5; 
teeth, 167.8; musculoskeletal, 113.9; and feet, 172.4. Seven other de- 
fects had rates of 50 or more. 

The Army rehabilitated 1.5 million who would otherwise have 
been unfit for military service, including 1 million with major dental 
defects, more than 250,000 with impaired vision, 100,000 with 
syphilis, and more than 7000 with hernia. It is believed by some 
that two-thirds of the defects could have been prevented or re- 
habilitated with proper and timely medical care, and that one-sixth 
of them could have been remedied with relative ease. 

American Medical Association representatives have argued that 
the findings on selective service rejections do not constitute a satis- 
factory index of national health, because military requirements are 
considerably higher than for civilian productive employment. They 
are of course right, although it should be added that many of the 
defects do affect usefulness in civilian pursuits and that many of 
those that do not will, unless corrected, eventually lead either to re- 
duced e£5ciency or to marked expenditures for medical care. 

It might be noted also that the large number of rejections did not 
deprive the armed forces of much needed man power. For those 
needs were met by calling up others who were physically fit. How- 
ever, some of those called to replace rejectees were more valuable 
to industry than the ones rejected and as a result the war effort on 
the home front did suffer. It was considered necessary to discontinue 
granting draft deferments to premedical and predental students, 
and even the Army Specialized Training Program for such students 
was drastically curtailed because of the Army s need for qualified 
man power. Advanced training in the basic sciences was also greatly 
curtailed. 

Chronic Disability. Special notice must be taken of chronic 
disability which, as acute disability is being reduced by medical 
science, is assuming relatively greater importance. By chronic is 
meant here “illnesses the disease symptoms of which had been ob- 
served at least 3 months before the day of visit.” 

The National Health Survey found that 17.7 percent of tijose ob- 
served suffered from some chronic disease or impairment. Fre- 
quency was found to be 48 per 1000 persons observed, of which 45 
represented illness and 3 represented impairments. The amount of 
time lost on account of chronic disease and impairment was 7.3 days 
per person observed, which accounts for nearly tbree-quartws of the 
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total number (9.9) of days of disability per person. The niunber of 
days of disability per chronic case was found to be 154. More than 
half of those wiA chronic ailments were found to be below 45 years 
of age, and the rate of prevalence among yoimg people is surpris- 
ingly high. One and two-tenths percent of those visited had been 
disabled for the entire 12 months preceding the visit. This group 
constituted nearly 25 percent of those with chronic ailments. The 
percentage under 45 years of age disabled for the entire 12 months 
was 35.3. 

CAUSES OF DISABILITY 

What are the causes of disabling illness? The most serious typ^ 
of disability in terms of time lost are the respiratory diseases whidi^ 
as a group, resulted in the loss of 1.84 days per person per year to 
those observed in the National Health Survey. Colds and influenza 
are the worst among this major group. Cardiovascular-renal diseases 
accounted for a loss of 1.34 days, and nervous and mental diseases 
for 1.02 days. These three groups were responsible for nearly half 
of the time lost. Three other important groups are orthopedic im- 
pairments, which accounted for 0.86 days, accidents, 0.75 days, and 
rheumatism and allied diseases, 0.71 days. The six groups here men- 
tioned account for two-thirds of all time lost. Approximately two- 
thirds of those found disabled for the entire 12 months immediately 
preceding the day on which they were visited had been disabled by 
either cardiovascular-renal, nervous and mental, rheumatism and 
allied diseases, or by accidents. 

Of course, something lies back of these so-called causes. Much of 
existing disability is the result of the wearing-out process that comes 
with age. That much of it is inevitable. Certainly that accounts for 
most of the disability among the aged, and the amount of disability 
attributable to age will increase as death rates among younger per- 
sons decline. There is also a personal factor in sickness which in- 
volves, for example overeating, overdrinking, and physical neglect. 

Unawareness of basic physical conditions must also be set down 
as a cause. Frequently, illnesses are not properly diagnosed by 
physicians, with the result that severity rates are higher than they 
would othenvise have been. And frequently the individuals con- 
cerned, or their parents, misinterpret symptoms and do not call for 
tibe medical treatment they really need, or do not call for it in time 
to prevent serious illness. 
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The “general social, nonwork environment,” with its deficient con- 
trol of disease, water, milk, housing, public sanitation and other 
things, accounts for much disability. The employment environment 
also, with its night work, long hours, low wages and consequent 
undernourishment, monotony, speed, fatigue, and poisonous sub- 
stances, is responsible for a great deal of disability, not only through 
accidents and recognized occupational diseases, but through non- 
occupational illnesses. 

The relationship of our environment to illness involves more than 
these “adverse” elements. Our environment is markedly gregarious- 
school, church, factory, oflBce— and as such provides one of the basic 
conditions in the transmission of communicable diseases. 

Finally, it might be added that malnutrition, which seems to be 
universal and which arises as much from ignorance and the desire 
to emulate as it does from low incomes, is one of the fundamental 
causes of disability. 

RELATION OF DISABILITY TO CERTAIN FACTORS 

The various aspects of disability are related to certain factors, 
such as age, occupation, urbanization, income, sex, marital status, 
and occupation. There exists some information which brings out 
with more or less clarity some of those relationships. A few of those 
factors will now be discussed. 

Disability and Age. The relationship between age and disability 
is suggested by the National Health Survey data given in Table 61. 
Only disabilities lasting 7 days or longer are included, except for 
fatal cases, confinements, and hospitalized cases. 

There is, beyond age 15, a direct relationship between age and 
the frequency of disability lasting 7 days or more. But childhood and 
old age are the years of many illnesses. Persons under 15 years of 
age experience about 31 percent and those 65 and over about 61 per- 
cent more illnesses than the average for all ages combined. 

There is a striking increase in the severity of individual illnesses 
with increasing age— from an average of 27 days per case for persons 
under 15 to an average of 131 for persons 65 and over. Illnesses of 
those 65 and over on the average last approximately 5 times as long 
as for those under 15, and 2M times as long as the average for all 
ages. The average duration of disability per person for all those 
enumerated was 9.9 days, and was practically identical, 5.7 and 5.4 
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respectively, for the age groups under IS and 15-24, but increased 
rapidly thereafter and was 36.1 for those 65 and over. 

Ibe illnesses of youth are overwhelmingly acute, and predomi* 
nantly of the communicable type, while those of old age are over- 
whelmingly chronic, and predominantly of the “degenerative’’ type. 

Table 61. Annual Frequency and Disability Rates of Illnesses 
Disabling for One Week or Longer, According to Age 


Frequency per Days of Disability 
Age in Years 1000 Persons Per Case Per Person 

Observed 


All ages 

171.4 

58 

9.9 

Under 15 

224.6 

27 

5.7 

15 - 24 

128.8 

42 

5.4 

25 - 64 

149.6 

69 

10.5 

65 and over 

275.6 

131 

36.1 


Disability and Occupation. Although detailed morbidity sta- 
tistics are not yet available to make possible accurate comparisons 
between workers as a group and other classes, it is probable that 
wage earners sufiFer proportionately more illness than do otha 
classes. That is strongly suggested by mortality statistics of the 
Metropolitan Life Insurance Company. For ages up to and including 
19, death rates for insured male industrial wage earners are only 
slightly higher than for males for the U.S. Registration Area. But 
beginning with the age group 20-24, the rates begin to diverge 
markedly. For the ages 25^, the rates for industrial wage earners 
are nearly 50 percent higher than for males in the entire registration 
area. Beginning with the age group 55-64, the difEerences are not so 
great, but they continue to be marked, even including the group 75 
years and over. 

The amount of illness among industrial workers is great. In 1943, 
nwlft industrial workers lost 11.4 days and females lost 13.3 days due 
to sidmess and injury, about 80 or 90 percenrof this being due to 
illness, mostly common ailments it is believed. Among workers them- 
selves, death and disability rates vary with occupation. For example, 

Ihe National Health Surv^, Some General Findings as to Disease, Ac^ 
destts,astd Impainnents in Urban Areas, Public Health R^orts, March 15, 1940, 
|^‘’4$0. NaHontd Health Act of 194S, Senate Committee Print No. 4, 79di Cong., 
Slid Seas., p. 3. 
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tihe Leipzig sidkness fund sl»)wed tiiat fOT males between the ages 
of 25 and 34, the average days of disability suffered by stone- and 
marble-cutters was 11.2 and for shop employees, salesmen, etc., only 
3.6. The average for excavators was 10.8, for founders, 8.4, for 
joiners, 6.4, and for bakers, 5.4. 

Disability in Rural Areas. The situation in rural areas and 
small towns is in nearly every important respect worse than that in 
urban areas. Most families in rural areas are in the low-income 
groups, and what is true about medical care for low-income groups 
is generally applicable to them. But in rural areas, the situation is 
even worse, and for all income groups. The percentage of live births 
unattended by a physician is at least 6 times as high as in urban 
areas. Maternal mortality rates are about 20 percent higher. The 
infant mortality rate is more than 30 percent higher. There are fewra 
physicians, 1 to 1295 population in 1940 as compared to 1 to 613 in 
most urban areas, and in general doctors are not as well trained. 
Hospital facilities are definitely inferior in rural areas and the same 
is true of the availability of trained mursing care. Medical specialists 
of all kinds are particularly scarce in rural areas. 

In 1940 the Farm Security Administration studied 11,495 persons 
in 2480 farm families in 21 typically rural counties in 17 states and 
found that 96 percent had significant physical defects. The average 
number of defects was 3.5 per person, and only one out of every 100 
examined was in “prime physical condition.” ^ 

Selective service rejection rates were found to be higher for jwe- ’ 
dominantly rural areas than for urban areas, and higher for farm 
workers dian for others. “One special study of 18- and 19-year-olds 
showed the rejection rate among farm boys as 41 per 100 and among 
the unemployed, 38, compared widi 20 per 100 among professicmal 
and semiprofessional workers, craftsmen, foremen, and kindred 
workers.” “ 

However, deadi rates in rural areas are lower dian in urban areas 
at ages 35 and above.^’ Higher rural mortality rates below age 35 
are probably accounted for by less adequate medical and public 

UJ5. Senate, 78th Cong., 2nd Sess., War Heahh and Education, Interim 
Report from the Subcommittee on Wartime Health and Educatkm to die Com- 
mittee on Education and Labor, January 1945, p. 5. 

13 Senate Committee Print No. 4, 79th Cong., 2nd Sess., p, 6. 

1* Metrmxditan Life Insunmce Company, Statistical BitOefin, voL 29, Na 
2, February 1948, pp. 5-7. 
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health facilities. The ratio of urban to rural death rates in 1940 was 
1.23 for white males and 1.12 for white females. Excess urban deaths 
are found for nearly all of the major causes of death, pneumonia 
and influenza being exceptions for both white males and females, 
intracranial lesions of vascular origin for white females, and homi- 
cide for white males. 

Disability and Income. It has long been known that disability 
is more frequent and severe among low than among high-income 
groups. The frequency for all ages and all incomes was found in the 
National Health Survey to be 171.4. Among those on relief it w|is 
found to be 232, or 35 percent greater than the general average; fir 
those in families with incomes of less than $1000 it was 176, and 1% 
for those with incomes between $1000 and $1500. For families with 
incomes of $1500 or more, the frequencies were practically identical; 
This latter finding may be stated as follows: in families with incomes 
of $1500 or more, there appeared to be no causal relation between 
the amount of income and frequency of illness. 

Income levels have risen markedly since 1935-1936, and the rela- 
tionship between frequency of illness and the specific income levels 
given above does not exist at present. Furthermore, there has been a 
substantial increase in total income and there have been shifts in the 
relative distribution of income as between different groups. It is not 
at all clear just what the present situation is. However, one may be 
reasonably certain that something of the same general relationship 
still exists for comparable income levels. 

The situation is somewhat similar when the severity of illness is 
considered, as data collected by the National Health Survey and 
given in Table 62 show. For all ages and for each age group, the 
duration of illness was highest among those on relief, and was next 
highest for the relief and the nonrelief group receiving under 
$1000. Duration of disability was nearly twice as long for nonrelief 
persons with family incomes of less than $1000 as for those with in- 
comes of $3000 or more. Low-income groups fared worse in the 
matter of duration than they did with respect to frequency, as com- 
pared with the higher-income groups. As with frequency, duration 
in the all-ages combined group was practically identical for all in- 
come groups above $1500. 

It seems strange, but is apparently true, that among children in 
nonrelief families the duration of illness should increase directly 
with higher incomes. Children of the more prosperous families un- 



THE PROBLEM OF ILLNESS AND DISABILITY 


439 


doubtedly receive more and better medical care than do those in 
less prosperous families, and presumably the duration of their ill- 
nesses should be shorter. Perhaps what actually happens is that the 
wealthier parents do not permit their sick children to engage in 
their normal activities as quickly as do the poorer parents. And most 
children are, of course, subject to the same contagious diseases. 


Table 62. Days of Disability for Persons of Different Ages, Ac- 
cording to Economic Status 


Annual Family Income and 

Relief Status 

M 

Ages 

Under 

15 

15- 

24 

25- 

64 

65 and 
Over 

All incomes 

9.9 

5.7 

5.4 

10.5 

36.1 

Relief 

16.0 

6.8 

8.6 

21.8 

58.8 

Nonrelief: 

Under $1000 

11.6 

5.0 

5.9 

12.4 

37.6 

$1000 to $1500 

7.9 

5.4 

4.7 

8.0 

30.7 

1500 to 2000 

6.9 

5.3 

4.2 

6.8 

26.7 

2000 to 3000 

6.9 

5.7 

3.6 

6.6 

27.0 

3000 to 5000 

6.6 

5.8 

3.4 

6.4 

22.8 

5000 and over 

6.9 

6.3 

3.1 

6.0 

24.6 

Relief and nonrelief under $1000 

13.5 

6.0 

7.1 

16.0 

44.4 


For all age groups above 15, duration decreases as income in- 
creases, almost without exception. Except for those under 15, then, 
duration varies inversely with income. Those on relief suffer longest 
from every major disease and also from accidents, and markedly so 
from hernia, tuberculosis, varicose veins, blindness and deafness, 
diabetes, diseases of female genital organs, hemorrhoids, orthopedic 
impairments, miscellaneous digestive diseases, and rheumatism. 

The percentage of those disabled among the unemployed 15-64 
years old was found to be 3.6, while among the employed it was only 
1.7. The older the age group, the higher was the percentage of dis- 
abled unemployed. The percentage of persons ‘‘unemployable” by 
reason of disability was 1.1 for those aged 15-64, but there were 13 
times as many unemployables among diose on relief as there were 
in the group with incomes of $5000 and over. The data do not show 
to what extent poverty is cause and to what extent it is effect. But 
no doubt it is frequently the result of illness. 

National Health Survey, Public Health Reports, March 15, 1940, p. 454. 
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Medkd Care and Income. Data gathered in die National 
Healdi Surv^ show that the proportion of illnesses attended by 
physicians is hi^er among those with large incomes than among 
the poor, which merely confirms what already is commonly known. 
For all incomes combined, 74 percent of the cases outside hospitals 
were attended by a physician, and the average number of calls per 
case of disabling illness was 4.9. For those on relief, the percentage 
was 70 and the average number of calls 3.9. However, those earning 
$3000 and over were attended in 83 percent of the cases and re- 
odved an average of 5.7 calls per case of disabling illness. 

Children do not get the attention they need. A study in 84 citi^^ 
revealed that 28 percent of the children suffering illness disabling 
them for 7 days or more had neither the care of a physician nor 
hospitalization. Among children in nonrelief families with incomes 
of less than $1000, the percentage was 33, while among those (m 
relief it was 29. Here again is one of the vagaries of charity. 

Data for nursing care show the same thing to an even more 
marked degree, with those having incomes of $3000 and over re- 
ceiving private-duty nursing in 11.6 percent of the cases as com- 
pared with averages of 3.6 for all illnesses and 1.1 percent for those 
on relief. The discrepancy in the proportion of hospitalized cases of 
illness disabling for one week or longer was not so great. Those 
with incomes of $3000 and over were hospitalized in 30.4 percent 
of disabling cases while the overall average was 27.1 and for those 
on relief 26.8. It should be noted that in nonrelief families with in- 
comes under $1000 only 23.9 percent were hospitalized, the lowest 
figure for any group. 

A problem also exists in the matter of hospital facilities. There 
w^e in 1938 a total of 6166 h(»pitals with 1,161,000 beds that were 
registered by the American Mescal Association. Of these, 4438, or 
72 percent, were nongovernmental, but 70 percent of the beds were 
in governmental hospitals. About 10 million patients are admitted 
annually into hospitals and there are at any given time about 1 
millio n bed patients under care. Clinics and dispensaries receive 
about 30 million visits annually. 

In 1938 there were 1338 counties with a total population of 
17,000,000 vdikh did not have a registered general hospital. These 
were agricultural counties with low incomes. However, it has been 
estimated diat 98 po'cent of die population lives within 30 miles of 
a general ho^ital, although facades are in many instaiices obso- 
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fete and in many areas inadequate. Most of the people not within 
so miles of a general hospital are in sparsely settled regions.^** 

By 1946, about 78 percent of die country’s hospital bed capacity 
was in governmental hospitals. Government hospitals, half of them 
being f<M: mental and nervous cases, accounted for 40.8 percent erf 
total hospital admissions. Nongovernmental hospitals, with only 22 
percent of the total bed capacity, accounted for about 60 percent of 
the admissions. Cases in government hospitals are of longer average 
duration than those in private hospitals. About 80 percent of the 
tuberculosis cases and practically all of the mental cases are cared 
for in government hospitals. 

If states are listed in descending order of average per capita in* 
come, the highest quarter will be found to have had, in 193^1937, 
4.16 general and special allied hospital beds per 1000 population, 
the second fourth, 3.36, the third, 2.51, and the lowest, 1.72.^* Since 
disabling illness, and consequently the need for hospitalization, is 
greatest among the poor, this means that hospital facilities are least 
available where they are most needed. 

Figures on the amount of hospitalization actually used bring out 
the same fact. The patient days of care per 1000 population, for the 
years 1935-1937, was for the highest fourth, 1108.7, for the second 
fourth, 824.3, for the third, 550.7, and for the lowest, 376.9. Fmlher- 
more, the percentage of available beds occupied is lowest in the 
low-income states. The percentage in 1935-1937 was 74.3 for the 
highest fourth, 68.7 for the third, and 63.0 for the lowest. Thus 
“where money is scarcest beds are fewest, and where beds are few- 
est they are least often used.” Other factors accounting at least in 
part for diis inverse relationship are the low quality of hospitals, 
inadequate means of transportation, and lack of public education in 
die use hospital facilities.^^ 

Annual per capita income received by hospitals in the wealthiest 
states was $3.37, of which $2.08 was paid by patients, $0.82 came 
from taxes, and $0.47 from other sources, mosdy gifts. For the second 
fourth, the total was $3.25, of which $2.02 came from patients, $0.77 

Victor Johnson, Hearings Before the Senate Committee on Education, 
7Qtih Cong., 2nd Sess., on S. 1606, Part 2, p. 702. 

E. H. Fennell, J. W. Mountin, and Kay Pearson. Existence and Use ^ 
Hospitfd Facilities Among the Various States in Relation to WeaMt as Expressed 
by Per Capita Income, Public Healdi Reports, May 10, 1940, pp. 822-848. 

Victor Tedmson, Hearings Before the Senate Committee on Education 
and Zobor, 70th Cong., &id Sess., on S. 1606, Part 2, pp. 703—704. 
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from taxes, and $0.46 from other sources. In the third fourth, the 
total was $2.15, of which $1.62 came from patients, $0.31 from taxes, 
and $0.22 from other sources. In the poorest fourth, the total was 
only $1.40, of which $b.96 came from patients, $0.27 from taxes, and 
$0.17 from other sources. Thus the proportion of the total per capita 
hospital income which is paid by patients increases as the income 
of &e patients decreases. And finally, it has been estimated that the 
amount paid by patients per $1000 of state income is about the same 
in each group of states, being $4.70 in the first fourth, $4.41 in the 
second, $4.64 in the third, and $4.18 in the fourth. ( 

The spectacular development of prepaid hospital care plans dn- 
cussed elsewhere in this book, the expansion of hospital construction, 
and the increase of prices and incomes have materially affected the 
extent to which hospitals are used and the income received by hos-* 
pitals. 


THE COST OF DISABILITY 

There is no doubt that disability imposes a heavy burden on man- 
kind. A part of that burden can be measured by the amount of 
money spent for medical care, a part by the loss of income occa- 
sioned and a part, not measurable in terms of money, in the suffer- 
ing experienced. 

Expenditures. The total amount of money spent for the medical 
care of such a tremendous volume of disability is obviously great, 
even though not all illness is cared for. The Committee on the Costs 
of Medical Care estimated that in 1929 the total annual outlay for 
medical care was about $3.6 billion. Private physicians and dentists 
received $1535 million, or about 43 percent of the total, private 
nurses $212 million, or 6 percent, some $656 million, or 18 percent, 
went to hospitals for operating expenses, $665 million for drugs, and 
$588 million went for other purposes. 

The medical profession claimed at the time that it was rendering 
daily “free” services worth about $1 million. The “sliding scale” of 
fees used by doctors suggests that some of die services to the in- 
digent and the poor were not “free,” but were paid for by the more 
financially able patients. There is every reason to believe, however, 
that the prcffession has always given much free service, and some of 
that service is of the very highest quality. 

Persons widi incomes of less than $2500, most of whom were wage 
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earners, paid in 1929 about $1.5 billion for medical care, whidb 
amount exceeded by about 65 percent the estimated wage loss of 
$900 million. The wage loss and medical costs of workers are said 
to equal about 6 percent of their incomes. A worker with an income 
of $1500 would, if this is true, lose on the average about $90 annually 
in reduced wages and medical bills. 

Before the second World War, about 75 percent of the cost of 
medical care was paid by patients and their families, 4 or 5 percent 
by employers and philanthropists, and about 20 percent by Federal, 
state, and local governments. The proportions Imve changed some- 
what since then, for governments are spending relatively more for 
the care of low-income groups. 

The average amount spent for medical care is not excessive. The 
trouble is that die burden is very unequally distributed among in- 
dividuals, for both the frequency and severity of illness are unequal. 
The Metropolitan Life Insurance Company found in a study of its 
policy holders for die period January-June 1929 that 6 percent had 
no expenditures for medical care, 20 percent bore 64 percent of the 
total costs, and 1 percent bore 10.9 percent of the total cost. A study 
of 8581 families made by the Committee on the Costs of Medical 
Care found that 58 percent of the families had medical bills of less 
than $60 per year, 32 percent had bills of $60-$250 per year, and 10 
percent had bills of more than $250. The first group bore 18 percent 
of the total ouday by these families, the second, 41 percent, and the 
last, 41 percent. Other studies have revealed the same general pat- 
tern of unevenness in the distribution of medical costs. 

Table 63, based on data from the Division of Research, Consume 
Income and Demand Branch of the Office of Price Administration, 
gives summary figures on income and medical care expenditures of 
33.5 million families during the prosperous year of 1942. Expendi- 
tures in 1942 were higher than Aose shown by the Committee on 
the Costs of Medical Care for the first six months of 1929, but the 
same relationship between income and expenditures is shown. 
Families with incomes of more than $5000 spent nearly 6 times as 
much for medical care as those with incomes of less than $1000 and 
the percentage of their total income so spent was only slightly more 
than one-third as large. 

Physicians have not, on the average, received excessive returns 
for their services. For 1929, their average income was estimated at 
$5700 net. There is no doubt that during the long depression and 
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dlow recovery following 1929 net income declined ccmsideral^. 
Hie war increased average inccane materially, for physidans as well 
as for nearly everybody else not in the armed iotoes. For 1941, it 
was $5047, still below the 1929 level in absolute terms, but higher 
in terms of purchasing power because the general price level was 
about 16 percent higher in 1929 than it was in 1941. But for 1943 it 
was $8688, and for 1947 it vras $9884, which represents a marked 
real increase. The scarcity of physidans in dvilian practice during 
the war meant more work for those not in service. 


Tabu 63. Family Expenditures for Medical Care, by Income 

Class, for 1942 


’ Aggregate Money 
Income During 1942 

Families in Each 
Income Group 

— — * 

Income Spent for 
. Medical Care 

Approximate 
Number (in 
Thousands) 

Percentage 
of Total 

Average 

Amount 

Percentage 
of Total 

Less than SIOOO 

6900 

21 

$ 42 

6.8 

$1000— $2000 

9800 

29 

68 

4.5 

$2000—13000 

6800 

20 

96 

3.9 

$3000— $5000 

6700 

20 

143 

3.7 

More than $5000 

3200 

10 

241 

2.4 


Physicians in small communities get considerably smaller amounts 
of income than do those in large dties, as would be expected. In 
towns of less than 1000 population, the average net income was 
about $3000 in 1941. Specialists make considerably more than gen- 
eral practitioners, more than twice as much in 19^, but the difEer- 
ence has declined considerably since 1929. Thore are, of course, 
many physicians who receive very little. In 1941, almost one out of 
6 had a net income of less than $1000, and nearly 2 out of 8 had net 
incmnes of less than $2000, probably because they deliberately 
i^tricted the volume of their practice. Dentists, who tend to con- 
gregate in dties, received about $700 less net income than physicians 
in 1929, and about $1200 less in 1941. 

Incomes of nurses are low. In 1941, full-time pri>^te-dt;dy nurses 
. received about $%1 with full mamtenanoe and $1200 with no main- 
tenance. Fay in Government hospitals is generally hi^^ than in 
oiAers. PuUic health nurses received about $1600 in voluntary agni' 
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cies and $1900 in municipal health departments. The need for the 
services of nurses has increased greatly since the Second World War 
and this, coupled with some inflation, has raised their salaries. But 
the pay of nurses is still comparatively low. 

Loss of Income. The cost of illness and other disabilities is un- 
questionably high. Not only are there heavy medical expenditures, 
but there are losses in income as well. It was found by the Com- 
mittee on the Costs of Medical Care that the annual wage loss for 
totally disabling illness among persons with incomes of less than 
$2500 was about $1 billion. There are more than wage losses to 
workers involved, however. Employers lose as a result of such things 
as turnover and absenteeism, and from reduced eflBciency among 
those who continue at work though they are not well. 

No good estimates of the amounts involved exist. The Federal 
Security Administrator testified to the effect that in 1942 illness cost 
American industry 4 billion workdays, which amounted to a full 
years work for 13 million people. He also said; "The price we paid 
for sickness and disability in 1943, the wages lost by workers and 
the costs to business, added up to not less than $15,000,000,000.” 

This appears to be a gross exaggeration. Fifteen billion dollars is 
equal to approximately 10 percent of the national income in 1943. 
It is not true that 10 percent, or anywhere near 10 percent, of our 
working population was, on the average, unable to work because of 
disability. Ilie total gainfully occupied was higher than it had been 
for years. Accessions were appreciably greater than separations, al- 
though both were abnormally high. If $2500 is taken as average 
annual earnings, and 3 million workers as disabled, the total ""wage 
loss” would be about $7.5 billion. 

Assuming that 4.4 percent of the labor force is disabled, a per- 
centage which appears to be excessive, and applying that to a labor 
force of 45 million, the number disabled would be approximately 2 
milHon. With average earnings of $2500, the "wage loss” would be 
$5 billion. 

Both of these estimates are probably gross exaggerations. The 
estimated numbers disabled and the estimated average earnings 
used are both high. Furthermore, computing wage losses on the 

United States Senate, National Health Program, Heatings Before ^ke 
Senate Committee on Eduction and Labor on S. 1606, 79tih Cong., 2rid Sesa, 

Part I, 132-133. 
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basis of total number of persons of working age who are disabled 
involves the assumption that had they not been disabled there would 
have been work for them to do which no one else could do, or which 
they themselves could not have done later. Only in periods of full 
employment would this be true. It is conceded that 1943 was a year 
of full employment, but there are relatively few such years. 

It should be noted that in some cases, as normally in coal mines, 
the absence of some workers is frequently of no consequence whatso- 
ever to industry. The amount produced may not be affected at a|[, 
those reporting for work producing more units per person. In oth^ 
cases, many more than commonly believed, there are available ej^ 
perienced persons who can step into the sick person s place at litt^ 
or no extra cost to the employer. This is frequently true, for example, 
in packing plants and retail establishments, and is obviously true in 
nearly all cases involving unskilled and semiskilled workers, except 
in periods and places of full employment. There are cases, but they 
are relatively rare, where the illness of a key worker seriously dis- 
rupts the productive process. 

All this leads to the conclusion that estimates of income losses re- 
sulting from disability, including those made by the author, are not 
to be taken too seriously. It does not, however, lead to the conclu- 
sion that those losses are insignificant. 

Indirect costs to employers are even more diflBcult to estimate than 
wage losses. However, employers probably bear relatively little of 
that so-called indirect cost. For they tend to include it in cost of 
production and to pass it on to the consumer in higher prices or 
lower quality or reduced service. 


DISABILITY INSURANCE 

The rich have always fared better in medical care than the poor, 
at least since medicine has ceased to be mere magic; and so long as 
there are rich and poor the rich will continue to be better served. 
Under no conceivable organization of medical care will all doctors 
be equally able and industrious. The cream of the profession will be 
able to serve only a limited number, and if that limited number does 
not consist of the rich it will consist of the favored— the leaders of 
the State and Party, probably. For the masses, medical care will 
always and necessarily be relatively inferior. The quantity of medical 
care available may, however, be increased and possibly the average 
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quality improved. And this is vitally important. Government sub- 
sidies to those unable to purchase adequate medical care are justifia- 
ble, and indeed there are few, even among the medical profession, 
who deny this or who are opposed to the subsidy in principle. 

ITie Need for Insurance. The significance of insurance for med- 
ical care, and partial compensation for lost earnings, lies not in the 
inevitable, although minor, redistribution of income which any 
social insurance system entails, nor in the improved quantity or 
quality of services rendered, which would be relatively negligible, 
nor even in the public health and preventive elements which such a 
system would have, at least to a minor degree. 

The significance of insurance lies in the fact that it makes more 
uniform and certain the incidence of a financial burden which may 
be heavy and which cannot be predicted for any one individual. If 
each worker experienced only the “average"' amount of disability, 
the burden would be of such small proportions that it could be dis- 
missed from any further consideration, except for the very poorest. 
But it happens to be otherwise. The consequences of prolonged dis- 
ability are serious, so much so that the general welfare will be pro- 
moted by a properly constructed and eflBciently operated system of 
insurance. That such a system might increase the quantity and im- 
prove the quality of medical care and that it might also diminish 
somewhat the amount of disability are relatively unimportant con- 
siderations. 

The Social Security Board, in its 1945 Annual Report, said: 

The object of social insurance against medical costs is to remove a 
financial barrier which keeps people from getting service promptly when 
they need it, from getting adequate service, and sometimes from getting 
any service at all. Such insurance is not socialized medicine but a method 
of payment. The Board believes that patients should be free to choose 
their own doctors from among all who elect to participate in the system 
and to change doctors if they wish, and that doctors should be free to re- 
ject patients. There need be and should be no fear of regimentation of 
patients, doctors, or hospitals. Rather, with assurance that the bills will be 
paid from the common fund, patients will be freer to seek the care they 
need, and hospitals and medical practitioners will be freer to make use 
of the best that modern science has to offer and will have both incentive 
and opportunity to improve standards of medical service. Both institutions 
and individual practitioners would have far greater assurance than at 
present of steady and adequate income. This assurance will make for 
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better distribution of medical care resources as well as jester and better 
use of existing resources, though additional measures are needed to pro- 
vide adequate hospital facilities in low-income ar^ whidb now ladc 
diem. The Board believes that establishment of a comprehensive system 

medical care insurance need not and should not supplant many existing 
group arrangements fcnr medical care for persons who may wish and be 
able to take advantage of additional services such arrangements can offer. 

There is, to be sure, considerable difference of opinion as to 
whether insurance will do all of these things. In a later chapter, argu- 
ments for and against a national compulsory health insurance system 
will be given in some detail. But it is really significant that there ^ 
now no longer much serious opposition to the use of insurance fo^ 
medical care, even in the medical profession. Many voluntary insur- 
ance systems have been devised, and the greatest expansion in num- 
bers covered has been in plans sponsored by medical societies. Some 
progress has also been made in providing cash benefits for disabled 
persons. Such plans vrill be described at some length in subsequent 
chapters. 

Insurance and Recorded Disability. It may be well to mention 
here that whenever a system of health insurance, whether cash or 
medical or both, is provided, and whether it be compulsory or 
voluntary, the recorded rate of disability increases. This phenome- 
non is quite frequently interpreted as proof that health insurance 
“increases sickness” or that it demoralizes those whom it is intended 
to benefit. 

In order to understand this phenomenon, several factors must be 
borne in mind.^' In the first place, a health insurance system vrill 
result in a more complete enumeration of the disabled. In other 
words, more sick people will be counted when cash or medical 
benefits are available. In the second place, fewer sick people will 
continue at work. Medical care will be sought more frequently if it 
is available, and cash benefits will make it possible for some to give 
up dieir jobs temporarily. In the third place, the-disability rate will 
generally tend to vary inversely with business conditions. In good 

I. S. FaOc, Barkev Sandeis, and David Fedennan, Disabtiitu Among Goki- 
fvBy Occupied Persona, Social Security Board, Bureau of Research and Statistics 
Memorandnim No. 61, 1945, pp. 9-10. This study is recommended to those who 
wbh a nu»e eUborate analysis of disability statistics than given in dds chapter. 
See also 1. S. FaOc, “Finandal Aspects of Medical Care Insurance,” Social Secw- 
1% Bsdktin, Decendier 1947, pp. 17-23. 
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years, many witli some impairments will nevertheless be induced to 
seek jobs, and there will be employers who will hire them. Further- 
more, when wages are high, malingerers will be more apt to work. 
It is admitted by everybody that some people who are in no way 
disabled will get themselves on the rolls, frequently in connivance 
with their physicians, but it is not admitted tlmt there will be many 
of them, except perhaps in times of severe depression. 

The Movement for Insurance, The beginnings of voluntary 
sick benefit systems are irretrievably buried in the dim past In all 
civilized countries, organized groups have voluntarily undertaken 
the task of paying benefits to their members whose earning powers 
have been impaired by illness. These organizations and their prac- 
tices in some countries came to be subsidized by the government 
and welded into loose voluntary national systems, while in other 
countries th^ have provided the impetus to and the nucleus of 
compulsory national health insurance schemes. 

In America, where the movement has only recently emerged from 
the beginning stage, much is owed to the foundations laid by “the 
Germans with their ‘Krankenkassen,’ the English with their strong 
adherence to fraternal orders, friendly societies, and trade unions, 
the Italians with their ‘Societa’ and the Jewish communities with 
their lodges, semi-religious and semi-charitable. . . As late as 
1907 we had only approximately 805 union, industrial benefit, estab- 
lishment, and railroad funds having 1,130,000 members and paying 
out $4,480,000. Today there are many more, but the movement is 
still small for so large a countiy. 

The movement for compulsory health insurance in America was 
launched by the American Association for Labor Legislation in 1912, 
through its newly appointed Committee on Social Insurance. Jtme 
Addams, Paul Kellogg, Edward T. Devine, Joseph Chamberlain, 
John B. Andrews, and 1. M. Rubinow, prominent social workers and 
social' reformers, were among the leading spirits who conceived and 
sustained the movement.^^ Workmen's compensation had by that 

^I. M. Rubinow, Social Inntrance, Heniy Holt & Company, Inc., 1913, 
p. 283. See also Franz Goldman, Voluntary Medical Care Inammce in the 
United Statee, Columbia University Press, 1948, chw. 2. 

This matolal is taken mostly from I. M. Rubinow, The Quett for Secur- 
ity, Heniy Holt & Company, Inc., 1934, chap, xvii; Hany Alvhi Millia, Stdtneit 
ond Insurance, Unhrersi^ of Chicago ^ess, 1937; and Pierce VraiitaB, The 
Purchase of Mediad Care Through Fixed Feriodie Payments, National Bureau 
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time gained a foothold and was making rapid strides forward. To 
that group, the problem of illness seemed to be the most pressing. 
A slogan: “Health Insurance— the next step in social progress,” was 
coined and announced.^ An American Conference on Social Insur- 
ance was held in 1913, the Association devoted the major part of its 
December 1913 meeting to health insurance, and the subject was 
brought before the 1914 National Conference of Charities and Cor- 
rections. 

The Committee on Social Insurance drafted a “standard” biB, 
which was introduced in several legislatures. Eleven o£Scial state 
commissions on health insurance were appointed between 1915 an^ 
1920. Discussions were promoted in all marmer of conventions; locaji 
committees grew up in many and varied associations. Striking suc- 
cess was achieved in making American students of the social sci- 
ences “health insurance conscious.” But beyond this limited circle, 
the movement won little support. 

After a brilliant but brief period, the movement collapsed. Dr. 
Rubinow s discussion of the reasons for the collapse is illuminating. 
The war and postwar psychology was adverse— Germany, the “ene- 
my,” had health insurance and therefore it was not good for us. More 
important were the “mistakes” made by those in charge: “overen- 
thusiasm, overconfidence, . . . and last but not least failure to 
recognize the various class and group interests involved.” The oppo- 
sition of various important groups, which combined into a “united 
front,” was thoroughly aroused. Popular prejudice against “intellec- 
tuals” was played up, and proved in the long run to be detrimental 
to the movement. 

Employers, although not as bitter and partisan as some other 
groups, were on the whole opposed, and in New York aggressively 
so, on the ground that their costs would be increased. Workers, 
especially union leaders, were opposed because deductions would 
be made from their pay envelopes. The American Federation of 
Labor in 1916 went on record as favoring the extension of social in- 
surance by unions, but was opposed to compulsory state plans and 
to private plans for profit— a dog-in-the-manger attitude. From 1918 

of Economic Research, Inc. It is reproduced with modifications from the authm’s 
chapter, “Minimum Income Insurance,” in Seba Eldridge and associates. The 
Deotiopment cj Collective Enterprise, University of Kansas Press, 1943. 

Llpyd-George had coined the phrase “Health Insurance.” 
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through 1921, Federation committees studied and debated the ques- 
tion, but failed to agree, and interest finally died out. It should be 
recorded, however, that at least 11 state Federations were favorable, 
especially that of New York. Samuel Compers was consistently op- 
posed. 

The medical profession was for a brief time interested in securing 
provisions in pending bills that would safeguard its interests, but by 
1920 it was definitely opposed to any compulsory plan, and largely 
because it feared a reduction of income, restrictions on freedom in 
practice, and extra clerical work. The editor of the Journal of the 
American Medical Association, Morris Fishbein, was especially 
aggressive in opposition. No doubt the profession s contempt for all 
forms of “contract” practice, based possibly on experience in mining 
and lumbering camps, was also a factor. Most of those in the pro- 
fession who favored insurance were teachers in medical schools, 
salaried physicians in industrial health departments and officials in 
public health institutions. Dentists, druggists, and practitioners of 
medical cults were allied with the physicians. 

Commercial life insurance men were perhaps the most active op- 
ponents, partly because they feared the specter of “state insurance” 
but largely because they feared the loss of a large and lucrative 
business. There were in force some 44 million industrial insurance 
policies, amounting to about $6 billion. It was feared that the funeral 
benefit proposed in health insurance plans would practically elimi- 
nate that business. “By including the funeral benefit,” said Dr. 
Rubinow, “the health insurance movement signed its own death 
warrant.”** Fraternal societies writing insurance were opposed 
largely for the same reason. 

The ideal of health insurance did not die with the virtual collapse 
of this ambitious movement in 1920. Mounting protests against the 
cost and organization of medical care led in 1929 to the establish- 
ment of the Committee on the Costs of Medical Care, with Dr. Ray 
Lyman Wilbur, Secretary of the Interior, as chairman. It was 
thoroughly representative, adequately financed by eight founda- 
tions, and assisted by a large and able research staff. The Committee 
planned and carried out a five-year program of research and study, 
and published its findings and recommendations in some 28 pubHca- 

** The Quest for Security, p. 213. 
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tions. Public interest was inmi^diately revived with the first publi- 
cation in 1932, and that interest was sharpened by the business 
depression existing at that time. 

A majority of the Committee favored medical and hospital care 
insurance, on a voluntary basis until adequate experience could be 
developed to serve as a sound basis for compulsion. The Committee 
did not consider the matter of cash benefits to offset in part wage 
losses, as that was outside the scope of its assignment. It approved 
also coordinated group medical practice organized around health 
centers. It recommended that the cost of medical care for veteranA 
soldiers and sailors, the indigent, certain of the institutionalized, and 
the tubercular and mentally diseased should be borne by the statei', 
And it favored government grants-in-aid to provide doctors, nurses; 
and hospitals in thinly populated and poor regions. 

The recommendations of the Committee on the Costs of Medical 
Care, the Great Depression with its attendant suffering, increase in 
medical charity, decrease in donations to hospitals, and decline in 
medical revenues, the educational activities of the American Asso- 
ciation for Labor Legislation, the American Association for Social 
Security and of Abraham Epstein, its executive secretary, the shift 
in 1935 by the American Federation of Labor from opposition to 
advocacy of health insurance, the National Health Survey made in 
1935 and 1936, and the approval in a 1938 special session of the 
American Medical Association’s House of Delegates of "cash indem- 
nity plans to cover, in whole or in part, the costs of emergency or 
prolonged illness,” revived public interest in compulsory health in- 
surance in the United States. 

Health insmrance was considered by the Committee on Economic 
Security, but it did not propose that a system be established. The 
original social security bill did provide that the Social Security 
Board stu(ty the problem of health insurance and report its findings 
and recommendations to Congress. But that simple proposal aroused 
so much opposition from certain groups to the \diole program that 
die Ways and Means Committee unanimously struck the clause out 
of the bill. There is in the Social Security Act no reference to health 
insurance. The Act does, however, make it a duty of the Social Se- 
curity Administration to study the most effective means of providing 
economic security through social insurance and to make recom- 
mendations, and research on health insurance has been canied on 
and recommendations made. 
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The Committee on Economic Security’s medical advisory Board 
stressed the need for preventing sickness as a logical step in dealing 
with the risks and losses ihvolved, and the Committee itself proposed 
that the Federal government appropriate money to make possible 
an extension of Federal, state, and local public ^alth services. The 
Social Security Act did strengthen public health programs. 

A determined effort to secure the enactment of a national com* 
pulsory health insurance law was made in the Seventy-ninth Con- 
gress, and it centered on the Wagner-Murray-Dingell bill The 
provisions of that bill and the hearings held on it are described in 
some detail in subsequent chapters. The bill did not come to a vote, 
but the vigorous attempt to secure its enactment and the agitation 
engendered have had marked effects on the health insurance move- 
ment. 

Hospital construction has been stimulated, a powerful impetus 
was given to the voluntary prepaid medical care movement and to a 
lesser extent to the Blue Cross hospital care movement as well. The 
cash disability benefit movement owes something to this agitation. 
And Federal aid to states for the care of medically indigent persons, 
through a state insmance system, is one step nearer realization. In 
subsequent chapters,' each of these movements except hospital con- 
struction will be described in some detail. 

Recently the American Medical Association conducted a vigorous 
campaign aimed to check what was believed to be a strong trend in 
favor of compulsory health insurance. The election of a conservative 
administration indicates that a national system is not in the offing. 
It is possible that some form of subsidy to private plans may be pro- 
vided. If so, it most likely will be over the American Medical Asso- 
ciation’s opposition. 



CHAPTER EIGHTEEN 


SOME PROPOSED FEDERAL 
HEALTH INSURANCE PLANS 


Many attempts have been made to secure the enactment of a rut* 
tional health insurance law or to stimulate the enactment of state 
laws, and many difEerent types of plans have been proposed. To 
date, all of those attempts have failed. But they have indirectly 
fostered the movement for insurance, and some of them, especially 
the Wagner-Murray-Dingell bill of 1945, have stimulated the spread 
of voluntary health and hospitalization insurance. The major pro- 
visions of several Federal bills are outlined below. In addition, the 
Taft bill offered as a substitute for compulsory health insurance is 
outlined because it is the bill behind which is rallied most of the 
opposition to a general health insurance program. 

THE NATIONAL HEALTH BILL OF I 939 : S. 162 O 

The national health bill introduced by Senator Wagner in the 
first session of the 76th Congress, 1939, was no doubt the first fruit 
of the National Health Survey, the findings of which are described 
in the preceding chapter, although the results of other studies were 
also influential. Hearings were held by a Senate subcommittee, the 
first Congressional hearings ever to be held on any phase of health 
insurance.^ 

The bill was an attempt to establish a coordinated national health 
and welfare program and was largely the work of the Interdepart- 
mental Committee to Coordinate Health and Welfare appointed by 
President Roosevelt in August of 1935. It dealt with public healtib, 
die prevention and control of disease, maternal and child health 

1 Htforings Before a Subcommittee of the Committee on Education and 
Labor, 76lh Cong., Ist Sess., on S. 1620, 3 parts. Rqxnrt No. 1139 on the bill 
will be found in Smote Ukcdkmeoue Reports, Part 4, 76di Cong., 1 st Sess. 
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services, the construction and maintenance of hospitals, the training 
of personnel, medical care insurance, and cash disability benefits. 
Only the last two will be treated here. 

Provision for Medical Care* Title XIII of the bill related to 
grants-in-aid to states for medical care. The stated purpose was to 
enable states to “extend and improve medical care,” including all 
services and supplies for prevention, diagnosis, and treatment, espe- 
cially but not exclusively “in rural areas and among individuals 
suffering from severe economic distress.” At that time, most rural 
and many industrial areas had not yet recovered from the Great 
Depression. The method proposed was to subsidize states having ap- 
proved plans. 

In determining the size of allotments to the states, it was required 
that consideration be given to population, the number of persons 
needing medical care, any special health problems confronted, and 
the financial resources of the state, as measured by per capita income 
over the most recent three-year period for which satisfactory data 
were available. Thus the variable-grant principle was proposed. 

Federal grants were to be limited to a maximum of 50 percent of 
total expenditures by the poorest states and 16S percent for the 
wealthiest states. Furthermore, total expenditures were defined to 
mean only amounts not in excess of $20 annually per individual 
eligible for care, and were not to include amounts spent by the 
states for the care of persons suffering from mental diseases or de- 
fectiveness, epilepsy, and tuberculosis, or for those receiving medical 
care under any other state plan subsidized by the Congress. And in 
no event was the Federal government obligated to pay more than 
the amount “planned” by it for such expenditures, but appropriations 
“sufficient” to carry out the purposes proposed were authorized. No 
special tax was proposed, it being intended that the money come 
out of general revenues. 

Federal advisory councils made up of members of professions and 
agencies concerned and informed persons to advise the Social Se- 
curity Board were authorized. 

Grants for medical care were to be made only to those states 
whose plans were approved by the Federal government. Several 
conditions for approval were laid down in the bill. ( 1 ) The plan had 
to provide for financial participation by the state, but the extent of 
that participation was not specified, nor was the manner in which 
the binds should be raised. (2) The plan had to be state-wide in 
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coverage, oar provide for yearly extensions of coverage that would 
result in state-wide coverage within six years. (3) Administration 
had to be by an approved state agency, and if that was not a state 
health agency, it was required to codperate with the state health 
agency in administering the plan. (4) Administrative machinery had 
to be approved by the Social Secnirity Board, and personnel stand- 
ards on a merit basis established and maintained. Furthermore, 
there had to be methods of establishing and maintaining standards 
of medical and institutional c»re and payments to be made to persons!; 
and institutions rendering services. (5) There had to be an advisory';.^ 
council, or councils, made up of members of the professions and 
agencies that furnished service and of other persons informed on 
the need for or provision of medic^ care. (6) Reports as prescribed 
by the Social Security Board were required. (7) The plan had to 
provide for cooperation between the state administrative agency 
and any other public agency administering related services fur- 
nished under the plan, and public welfare, vocational rehabilitation, 
social insurance, labor, and educational agencies. There was no pro- 
vision requiring cooperation with private welfare and philanthropic 
agencies. (8) The state agency administering the plan had to have 
authority to make the rules and regulations necessary to operating 
efficiency and economy. 

This all appeared to be designed merely to provide medical care 
for needy persons, especially in rural and depressed areas, although 
the bill did not specifically limit aid to needy persons. But it was 
attac^ked by one witness on the ground that it “insidiously promotes 
the development of a complete system of tax-supported govern- 
mental care, thus undermining and debasing present standards of 
medical service.” ‘ Another witness argued that Title XIII “is a direct 
design for the establishment of health-insurance systems in die vari- 
ous states.” * On the other hand, one witness criticized the bill be- 
cause it “is not a compulsory health-insurance bill; it is only a 
grant-in-aid in extension of medical care.” * - 

Title XIV of the bill, dealing with cash disability benefits and 
which will be described below, laid down as one condition for ap- 
proval of cash disability benefit plans the condition that states must 
have made available, through a plan or plans approved imder this 
title, reasonably adequate medictd services for those covered by the 

ai6ld..Rurtl,p.321. »JM<i.,P«rt3,p.911. * I6fci>art 2, p. m 
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plan. This would seem to mean in effect compols(»y state medical 
care systems for all those covered by tbe cash disability benefits, 
which presumably would have been most of the wage earners. 

Cash Disability Benefits. Title XIV of the bill was designed to 
assist the states “in the development, maintenance, and administra- 
tion of plans for temporary disability compensation.” Grants-in-aid 
to states having approved plans was the method relied upon to se- 
cure enactm^t of laws by the states. 

The cash disability benefit feature was apparently designed to 
cover only employees, but the title was so loosely drawn that it 
could be interpreted to include anybody but those in certain ex- 
cepted employments. 

Temporary disability compensation meant “cash benefits,” which 
in turn was defined to mean “payments to individuals for not more 
than fifty-two weeks and with respect to disability not surising out 
of or in the course of employment.” The reference to “out of or in 
the course of employment” was designed to eliminate payments for 
occupational injuries covered by workmen’s compensation acts. Em- 
ployment in turn was defined as any service of whatever nature by 
an employee for his employer, including the service of all city and 
traveling salesmen. But agricultural labor, domestic service in a 
private home, and casual labor not in the course of the employer's 
trade or business were not to be considered as employment. 

Disability was defined as “unfitness to work by reason of injury or 
illness.” There was no numerical limitation, for the intention was 
apparently to make the benefit available to any employee in employ- 
ments not excepted. 

States were allowed complete freedom of action in determining 
the kind of cash disability benefit law they wanted to enact, in re- 
gard to coverage, types of benefits, conditions of eligibility, maxi- 
mum amounts and duration of benefits, contributions, and other 
substantive provisions. State laws could even include agriculture 
and domestic service and could include provision for permanent dis- 
ability, However, the Federal subsidy would not have extended to 
benefits paid in such cases. 

Cerinin conditions were laid down in the bill whidh had to be 
observed by states in order to get their cash disability laws approved. 
(1) States* laws had to be administered by a single state agency, 
unless the Social Security Board found that in any particular state 
administration through more than one agency would n<rt be incon- 
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sistent widi efficient administration. (2) Administrative methods, 
including personnel standards on a merit basis, found by the Board 
to be necessary for efficient administration, were also required. (3) 
It was specified in the conditions that there must be an impartial 
tribunal to which individuals whose claims for benefits were denied 
could appeal. (4) State laws must, according to the bill, authorize 
the agency administering disability compensation to cooperate with 
and enter into working agreements with state agencies administering 
unemployment and workmen’s compensation, industrial hygien^ 
the prevention of disease, or the treatment, care, compensation, on 
vocational rehabilitation of sick or disabled persons. (5) Reports as'. 
prescribed by the Social Security Board were required. 

However, no state disability compensation law could be approved 
unless that state had a plan, or plans, as indicated above under Title 
XIII, approved by the Board which provided reasonably adequate 
medical services, including preventive services, to minimize disabil- 
ity among those covered by the state plan. This provision would in 
effect have compelled the states accepting the grants-in-aid to pro- 
vide not only disability compensation, but also a system of insurance 
for medical care, and a fairly comprehensive public health organiza- 
tion as well. 

It shoiild be noted that the object of the bill was to establish com- 
pensation sy^ems for temporary disability only. Permanent disabil- 
ity, which seems to be becoming of increasing importance, was not 
included because it was thought that invalidity insurance is more 
appropriately attached to a retirement system. The aim was to permit 
retirement for permanent disability under the Federal Old-Age and 
Survivors Insurance system. 

Federal grants-in-aid would have been made to states complying 
with the provisions of this title. The Federal government would have 
paid one-third of the total amount of cash disability compensation 
paid out to disabled persons not excluded by the Federal bill. In 
addition to this, the Federal government would have paid one-third 
of the costs necessary and proper for the efficient administration of 
die state plan. For die fiscal year ending June 30, 1940, the bill 
authorized the appropriation of $10 million, and for each year there- 
after “a sum sufficient to carry out the purpose” of the title. An addi- 
tional approjniation of $25,000 to the Social Security Board for 
administrative expenses was authorized. No special tax was levied. 
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as in the case of unemployment compensation, to secure tiie sums 
needed, the Federal contribution simply being made a charge on the 
government’s general revenues. 

After a state act was approved, the Board could stop payments to 
a state if it found that benefits had been denied to a substantial num- 
ber of persons entitled to them, if the various agencies supposed to 
cooperate and agree failed to do so, and if the law failed through 
amendment or interpretation to comply substantially with the re- 
quired conditions. 

Hearings were held on the bill by a subcommittee of the Senate 
Committee on Education and Labor. The American Medical Asso- 
ciation was bitter and uncompromising in its opposition to the bill, 
not especially to the cash disability feature, which in general it 
favored, but to other titles dealing with medical matters. How influ- 
ential that opposition was it is not possible to say. But the bill was 
not reported out of committee. 

THE CAPPER BILL: S. 3660 

Senator Arthur Capper sponsored a bill in 1940, prepared by 
Abraham Epstein and the American Association for Social Security, 
which aimed at a federal-state system of health insurance.^ It was 
proposed to encourage the enactment of compulsory laws by mak- 
ing grants-in-aid to states with acts approved by the Social Security 
Board. Compliance with certain conditions, standards, and provi- 
sions laid down in the bill was required for approval. 

Coverage. In scope, state acts had to apply to all employments 
with the exception of agricultural labor, domestic service for em- 
ployers with fewer than three employees in their service, and em- 
ployment by a minor regularly attending day school as a student. 
Those employments could be included by the states, but needed not 
be, and presumably certain contributions made by the Federal 
government would not have been made on account of any persons 
employed in the excepted employments. Employers subject to the 
premiums levied were those, including state and local governmental 
units, who employed one or more persons on each of IS or more 
days within the calendar year. But the employees covered did not 

^ 3 . 3660 , 76th Cktng., 3rd Sess. No hearings were held <» the UQ. 
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indiude those engaged under a contract for at least one year at an 
annual wage in excess of $1500 and nonmanual workers paid in ex- 
cess of $30 per week. 

Premiums. Minimum premium standards to be charged by 
states were prescribed as shown in Table 64. Workers were divided 
into four classes based on their weekly rates. The weekly contribu- 
tion made by the employer on behalf of his workers was to be 40 
cents, regardless of wage dass. Employee contributions varied 
directly with the wage rate, beginning with the insignificant sum ott 
10 cents for workers with wage rates of less than $15 weekly, ana 
increasing to 40 cents for those with wage rates of $25 and overi 

Table 64. Premium Schedule Specified in S. 3660 


Weekly Premium Total 

Wage WeeklyWage Em- Em- Weekly 

Class Rate ployer ployee State Federal Premium 


I 

Under $15 

$0.40 

$0.10 

$0.60 

$0.30 

$1.40 

u 

$15 to $19.99 

0.40 

0.20 

0.50 

0.25 

1.35 

m 

$19.99 to $24.99 

0.40 

0.30 

0.45 

0.2211 

1.3731 

IV 

$25 and over 

0.40 

0.40 

0.40 

0.20 

1.40 


The state was also expected to make a contribution to the weekly 
premium, varying inversely with the wage rate. For the very lowest 
paid, the state would have contributed 60 cents weekly, and for the 
best paid, 40 cents. The Federal government was to contribute one- 
half as much as the state, which amount was to be used exclusively 
for benefits, and an additional sum equal to 5 percent of the Federal 
contribution, to be used for administrative costs or benefits. The 
Federal contributions were to be made quarterly. The combined 
contribution for each worker in the first and last classes was $1.40 
per week, or $72.80 per year, assuming full employment For Class 
U it was $1.35 per week, or $70.20 for the year; and for Class HI, 
$1.3711 per week and $71.50 per year. 

The ccmtributitnis were aU to be pooled into a state-wide fund 
held and administered by the state. Funds were not to be sent to 
Washington, as is done under state unemployment compensation 
laws. E^loyers were to deduct the enq>loyees’ contributions from 
their wages, and lu) agreement was to be valid whereby the em- 
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ployee undertook to pay any part of the employer’s share. Only ooe 
premium per week was payable on behalf of any employee. When* 
ever a worker was employed by two employers in any calendar 
week, only his first employer was liable for the employer’s premium 
and for collecting the worker’s premium. However, for casual and 
intermittent workers, the state could make special regulations ap- 
portioning the employer’s premium among the several employers by 
whom the worker was employed. Contributions had to be collected 
by the stamp system. Employers were to purchase special stamps 
issued for the purpose and affix or impress them upon the employ- 
ee’s book or card or other record. 

Benefits. As in other schemes, the proposed benefits were in 
cash and in kind. Before being eligible for cash sickness benefits, a 
person must have suffered loss of working time for a waiting period 
of not less than five nor more than seven consecutive full calendar 
days. 


Table 65. Cash Benefit Schedule Specified in S. 3660 


Amount of Weekly Benefit 

Benefit Weekly Wage Single With One WimTwo With Three 
Class Rate Person Dependent Dependents or More 

Dependents 


I 

Under $15 

$ 6.00 

$ 7.50 

$ 8.50 

$ 9.50 

11 

$15 to $19.99 

7.50 

9.50 

11.00 

12.50 

III 

$20 to $24.99 

9.00 

11.00 

13.00 

14.50 

IV 

$25 and over 

10.50 

12.50 

14.00 

16.00 


Cash Benefits. The minimum amounts to be paid in benefits are 
shown in Table 65. At the time the bill was drawn, wage and price 
levels were appreciably lower than they now are. Minimum weekly 
cash benefit payments are not large, as will be noted. 'That is quite 
in line with the American emphasis on benefits in kind, or medical 
care. The proposal to pay additional sums for dependents is in line 
with the most advanced European practice. When once a person’s 
benefit had been established, it remained at that rate for one year, 
but if the number of his depend^ts changed during tihat time his 
cash benefit would have been correspondingly dranged. These cadr 
ben^ts were to be payable for at least 26 wedrs in 52 consecutive 
weeks. 
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Not all disabled persons would have been entitled to cash benefits, 
even though they were covered by the plan. Any disabled person 
receiving money benefits provided by a workmen s compensation 
act could not receive cash sickness payments. Persons receiving old- 
age assistance, a pension or annuity provided by a Federal, state, or 
local law were also disqualified. 

Furthermore, no covered person could receive cash benefits un- 
less he had made from 20 to 25 premium payments within the 52 , 
consecutive weeks preceding the day on which he claimed cash! 
benefits, or, as an alternative, from 32 to 40 payments within 104 )\ 
consecutive weeks. 1 

Cash maternity benefits equal in amount to the woman s sickness 
benefit for six weeks prior to and six weeks after birth were pro- 
vided. However, no such cash benefit was payable for any week 
within that period during which the woman was gainfully employed. 
To qualify, a woman must have paid from 50 to 60 premiums within 
the two years preceding the day on which the benefits were to begin. 
Weekly maternity benefits did not affect in any way a woman s 
right to the sickness benefits, although she was not eligible to re- 
ceive both at the same time. 

A special lump-sum maternity benefit of from $15 to $25 had to 
be paid to any woman who had observed prenatal regulations es- 
tablished by the state, provided: (1) she was herself entitled to the 
regular maternity benefit; or (2) was the wife of an insured man 
qualified for benefits; or (3) was the widow of a man so qualified at 
the time of his death, if the child was born within ten months of his 
death. Maternity cash and medical benefits were so far as possible 
to be kept separate from all others and administered by public of- 
ficers who were duly licensed physicians. 

Medical Benefits, Minimum medical care benefits that must be 
provided were carefully specified in the bill. Dependents of insured 
persons were also to be eligible for them. There could be a qualify- 
ing requirement of not to exceed four premiums iirthe three calen- 
dar months preceding the day on which medical benefits were to 
commence, but a qualified person was entitled to medical care im- 
mediately on the occurrence of sickness or injury, provided the 
person was not entitled to treatment for that disability under a work- 
men’s compensation act or some other law. 

Medical care benefits had to consist of not less than the following. 
Tbe siarvioes of a general medical practitioner, who could be prac* 
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tidng as a member of a group. These services could be rendered at 
the doctor s office, in the home, hospital, or elsewhere, and could be 
preventive, diagnostic, or therapeutic, and were to include such im- 
munizations and periodic physical examinations as the state pre- 
scribed. Medical benefits had to include, on the prescription of a 
doctor, necessary hospital treatment and care, the services of a sur- 
geon or other specialist, x-ray examinations, and laboratory and 
clinical services. Nursing care at home or in a hospital had to be 
provided. Prenatal, maternity, and postnatal care at home or in a 
hospital were also required. Lastly, dental services necessary for 
the relief of pain through surgical intervention were required. 

The specific amounts of these benefits which were to be provided 
were not set down in the bill. They were in the end to be determined 
by the amount of money available. One-fourth of the money paid 
into the plan, plus interest on unexpended balances, was to be set 
aside to pay cash sickness and cash maternity benefits and the cost 
of administering them. Three-fourths, plus interest, was to be spent 
for medical benefits and the cost of administering them. 

Should the funds have been insufficient to provide all the dif- 
ferent kinds of benefits listed above in adequate quantities, the state 
was authorized to limit the number and amount of benefits to be 
paid. But limits were set to the reductions that could be made. The 
services of a general practitioner could be limited to a maximum of 
26 weeks in any one year, and the services of a surgeon or specialist 
and x-ray, laboratory, and clinical services to a maximum of 12 
weeks. Hospital care could be limited in connection with any one ill- 
ness to a maximum of 111 days, of which the first 21 had to be with- 
out charge and the remainder could be charged for at not more than 
15 percent of the cost. For persons 65 years of age and over, hos- 
pitalization did not need to be furnished for more than 90 days in 
any 104 consecutive weeks. Unemployed persons and those ceasing 
to be in employment covered by the act could have their right to the 
services of a general practitioner or specialist, and x-rays, etc., lim- 
ited to a period of 26 weeks. 

Such were the minimum benefits that had to be provided and the 
limitations on them that could be introduced by states. Additional 
benefits could be furnished by the plans, either at their expense or 
at the expense of the patients and the plans. 

&ective Coverage. There was provision for voluntary medical 
care insurance by persons who were not compulsorily included. Not 
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all such could insure, however, and diose vho could had to pass a 
health examination, as did their dependents, who would have been 
included. But no one who within die three preceding years had to 
his credit at least 52 premiums, whedier paid voluntarily or while 
in covo-ed employment, was required to pass a physical examina- 
tion. Nor were his dependents. 

Those eligible for voluntary coverage were: ( 1 ) Any resident with 
a total net income of $30 or less a week and who was under 65 years 
of age; (2) Any resident who within the three preceding years haq 
been compulsorily insured and had made not less than 52 premiuni 
payments and whose total net income was not more than $50 per! 
week; (3) Any resident with at least 52 premiums in the preceding 
three years who was unemployed, able to work, and available for 
work. All of these were required to pay a premium equal to three- 
fourdis of the combined employer’s and employee’s premiums for 
their wage class. (4) A final class consisted of any resident who was 
receiving old-age or unemployment benefits or relief from govern- 
ment, provided the state paid on his behalf premiums which were 
supposed to be such as would equitably rate the risk and distribute 
die cost. The state had to pay into the fund for each voluntarily in- 
sured person a sum equal to three-fourths of the state’s premium for 
compulsorily insured persons. 

AdmimUraUon, Machinery for administering the plan was out- 
lined. There had to be a central state board composed of the state 
commissioner of health or other o£Scer performing those duties, 11 
to 15 members appointed by the governor to represent employm, 
^plc^ees, the medical professions, and hospitals, and the Com- 
missioner of Health Insurance, who was a new official selected to 
head up the administration. This board was not to serve in an ad- 
ministrative or executive capacity, but was to serve as a regulatory, 
policy-making, supervisory and advisory body, and was to have 
power to establish standards for the administration of the act 

’The chief administrative and executive officer to be the Com- 
missioner of Health Insurance. The manner of his selection was not 
specified. 

For efficien <7 of administration, the state was to be divided into 
as many local areas as were found to be necessary. In each of there 
ibcal areas there was to be a finance manager, and a full-time med- 
ical manager who was to he a physician, both saving full-time and 
rieeahdng annual salarfes. Id eadh area there was also to be a Ideal 



SOME PROK)SED FEI^RAL HEALIH INSURANCE PLANS 4^5 

council appointed by the state Commissionar of Health Insurance 
and conposed of one represaitative eadi of tbe professions fisr> 
nishing medical benefits, employers, employees, and hospitals, and 
the local medical, finance, and public health officers. The local 
finance manager ivas to serve as chairman. 

The local council was charged with the duty of supervising the 
collection of premiums, the payment of cash sickness and maternity 
benefits, and the dispensation of medical benefits. It was required 
to prepare and publish lists of practitioners and agencies witl^ its 
area who were participating in the plan, and to distribute among 
them on a pro-rata basis those of the insured who had failed to 
select, or had been refused by, an agency or a practitioner. It was 
also responsible for maintaining the records needed in carrying out 
these functions. The states were permitted to impose such additional 
duties on the local council as they considered necessary. There also 
had to be in each area one or more local advisory committees repre- 
senting the parties concerned. 

All persons in the administration, except members of the state 
board, the State Commissioner of Health, and representatives on 
local boards, had to be selected on a merit basis through open ex- 
aminations not inferior to the standards set for the United States 
Civil Service. 

Every doctor and dentist who was licensed to practice in the 
state, no matter of what kind, and whether practicing independendy 
or as a member of a group, was eligible to practice under the insur- 
ance plan, subject to removal for cause. Every insured person could 
select from among the list drawn up by the local council the doctor 
by whom he wished to be attended in case of illness, subject to ac- 
ceptance by that doctor. Persons not making a choice or who were 
refused by the doctor were to be divided among the doctors on a 
pro-rata basis. The right to change doctors or reject patients was 
given, but subject to such notice as die state agency prescribed. Pro- 
vision was required for paying cash benefits and sums equivalent to 
medical benefits to insured persons who were still eligible to receive 
them but who were no longer residents of the state. 

The manner in which those rendering medical and instiddimml 
services were paid was to be determined by the local coundl, but; 
no method of paying doctors could be adqpted to which a majcni^ 

dte practitioners in the area did not consent Any one of sevend 
^>ecifi^ methods was permissible. The two sin^plest were a saluy 
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system or payment on a per capita insured person basis. A fee sys- 
tem in which payment to individual practitioners was based on ^ 
nature and amount of treatment given was permitted. Any combina- 
tion of these methods would have been acceptable. Special arrange- 
ments could be made for paying doctors or other professional per- 
sons practicing as a group. 

Machinery was to be provided to hear complaints and resolve con- 
troversies. A local public o£Bcer employed on a salaried basis was the 
court of first instance. There also had to be independent referees 
under control of the state who were required to hear any complainn 
From local referees, appeal could be taken to a state Appeal Board; 
which was to be independent of the state agency which administered 
die act. 

If illness or injury for which benefits were paid was incurred under 
circumstances which created a claim for damages or compensation 
against another person, then the insurance fund was entitled to be 
reimbursed from any money received by the insured from that 
source, and the fund could itself take legal action to recover from 
the liable person. 

Continual general supervision over state plans was secured by 
providing that if the Social Security Board, after giving reasonable 
notice and opportunity to be heard, found that the benefits or ad- 
ministration of the state plan were not in conformity to the Federal 
Act, then Federal contributions would be discontinued. 

The bill was not pressed and did not come to a vote. For one 
thing, the time was not ripe. For another thing, the bill was not 
right. From the political point of view, a major defect was the at- 
tempt to impose basic minimiun standards in altogether too much 
detail 


THE WAGNER-MURRAY-DINGELL BILL: S. l6o6 

The Wagner-Murray-Dingell Bill, introducechin the Senate on 
November 19, 1945, marks the peak of the recent movement to estab- 
lish a compulsory national health insurance system. Title 1 of that 
bill related to grants for public health services, crippled children, 
itiatemal and child welfare services, and medical care for needy per- 
sons. It will not be treated here. Tide II proposed a system of per- 
wtmaX health service benefits, the major provisions of which are 
ondined below. 
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Ck»verage. A broad view vras taken in the bill of what diould 
constitute covered employment. Any service whatsoever performed 
within the United States by employees for employers, irrespective of 
the citizenship or residence of either employer or employee, undo: 
a contract of service entered into within the United States, or in 
connection with an American vessel or civilian aircraft touching at a 
U.S. port if the employees worked on it when outside the U.S., was 
covered unless specifically excluded. The principal exclusions were 
as follows: 

1. Service for the United States, state, and local and foreign gov- 
ernments, and for their wholly owned instrumentalities, except that 
hourly paid labor for the Tennessee Valley Authority was spedfically 
included. Excluded also was any service performed for an instru- 
mentality wholly owned by a foreign government if it was similar 
to comparable service performed for U.S. instrumentalities in foreign 
countries or if the foreign government concerned exempted that 
service. 

2. Service covered by the Raihoad Retirement Act was not in- 
cluded, partly because special provision had been made for that in- 
dustry, and partly because railroad workers would have wanted a 
special system for thranselves. 

3. Service for organizations exempt from taxation under section 
101 of the Internal Revenue Code. These are mainly nonprofit labor, 
agricultural, religious, charitable, educational, civic, business, recrea- 
tional organizations; mutual savings banks, cemeteries, and coopera- 
tives; federally incorporated organizations exempt from Fedraal 
income taxes, religious or apostolic associations, and voluntary em- 
ployees’ benefit associations. 

Service for these was exempt for any calendar quarter in whidi 
pay did not exceed $45; or where the service was in connection with 
the collection of dues or premiums and was performed away hrom 
the home office or was ritualistic service; or where the service was 
performed by a student regularly attending classes. 

4. Service performed by a duly ordained, commissioned, or 
licensed minister in tihe regular exercise of his ministry and service 
performed by regular members of religious orders in the exercise of 
duties required by such ord^. 

5. Casual labor not in the course of the emp%er’s tn^ or busi- 
,ness. 
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6. Service in connection with a foreign vessel if the emjdoyee 
worked on or in connection witli that vessel when outside the United 
States. 

Benefits. The bill proposed seven Personal Health Service 
Benefits,” which may be described briefly as follows: 

1. llie General Medical Benefit was to consist of the services fur- 
nished by a “legally qualified” physician or group of physicians, inr 
eluding idl tbe necessary services usually furnished by a general or 
family practitioner, in the ofiBce, home, hospital, or elsewhere. It 
included diagnostic, preventive, and therapeutic treatment and care,\ 
and periodical physical examinations. 

2. The Special Medical Benefit was to consist of the services of a 
specialist or consultant. It included all necessary specialist services 
in the office, home, hospital, or elsewhere, and could be furnished 
by a legally qualified physician or by a group of them. 

3. The General Dental Benefit was to consist of all the necessary 
dental services that can be furnished by a dentist engaged in gen- 
eral practice, including the services of an assistant or hygienist. It 
included preventive, diagnostic, and therapeutic treatment, care and 
advice, and periodic examinations. 

4. The Special Dental Benefit was to consist of the services of a 
dental specialist or consultant, or group of specialists, or group of 
genmral dentists and dental specialists, in the office, hospital, or else- 
where, as well as the services of an assistant, hygienist, or anesthetist 
under the doctor’s direction. 

5. The Home Nursing Benefit was to consist of nursing care in 
the home by: 

(a) A registered professional nurse, or 

(b) A practical mnrse. A practical nurse had to be legally qualified 
the state, or if there were no state standards or requirements 

then one who met the .standards established by t^ Surgeon General 
after consultation with the Advisory Council and widt competent 
professional nursing agencies. 

6. The Laboratory Bmiefit was to consist of such necessary labmra- 
tmy or related ser^ces, supplies, or corrunodities as the Surgeon 
Gmeral determined, and was to include: 

(a) Ormnical, bacteriological, pathological, therapeutic xnray, 
and rdated labcnatory services. 
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(b) Refractions and other ophthalmic services furnished a 
legally qualified practitioner otiba than a pl^sidan. 

(c) Physiotherapy. 

(d) Special appliances prescribed by a physician. 

(e) Eyeglasses prescribed by a physician or other legally quali* 
fied practitioner. 

7. The Hospitalization Benefit: 

(a) Provided up to 30 days of hospitalization for which the sys- 
tem would pay from $3 to $7 per day, and hospitalization on beyond 
that for which the system would pay from $1.^ to $4.50 per day. 

(b) For the chronically ill, care in an institution, for which the 
system would pay from $1.50 to $4.50 per day. 

(c) Hospitalization was provided in wards or other least ex- 
pensive services. Patients could use more expensive accommodations 
and pay the difference out of their own funds. 

LimitationB on Benefits. Four ^pes of benefit limitations were 
provided, one of them to prevent abuses and the others to allocate 
inadequate medical care resources. 

1. To Prevent Abuses. The Surgeon General could determine 
that for any calendar year or for any part of a calendar year all in- 
dividuals entitled to Ae general medical, general dental, or home 
nursing benefits could be required by their physician, dentist, or 
nurse to pay a fee for the first service or for all services in a course 
of treatment. 

This rule could not be applied to selected individuals or to groups 
of individuals only who were in fact abusing their privileges, but if 
applied at all had to be made universal, although not necessarily to 
all three of the benefits at the same time. But this was to be done 
only after “good and sufficient evidence” indicated clearly that the 
rule was considered “necessary and desirable to prevent abuses of 
entitlement” for any of the benefits provided. The Surgeon General 
was to fix the maximum size of the fee that could be charged under 
such circumstances at an amount considered adequate to {urevent or 
reduce the abuses, but that at the same time would not substantia^ 
reduce the amount of proper and needed care received by those 
needing it. Fees could be limited to only home calls, to cmly office 
visits, or to both, and the limitation could set a maximum amount 
that mi^t be charged in the course of any (me period of sideness or 
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treatment Variations in fees and maximums as between states or 
communities, and as between rural and urban areas, were per- 
missible. 

2. To BatUm Scarce Services. Because there were not enough 
specialists to provide all the necessary and proper services needed, 
the Surgeon General could for any calendar year or part of a calendar 
year limit the amount of specialist services that would be provided 
under the system. 

General and special dental benefits could be limited according to 
age, if that was considered necessary and desirable. The home nurs- ^ 
ing benefit could be limited to part-time care on an hourly or visit ' 
basis, or by type of case, by maximum amount of service per case, 
or otherwise. 

However, after the system had been in operation for a specified 
period of time, which was set at three months after the act was to 
become effective, then a minimum amount of specialist services had 
to be made available, including at least (a) examination (including 
x-ray survey) and diagnosis; (b) prophylaxis; (c) extraction of 
teeth considered by dentist and physidan to be, or likely to become, 
injurious to general health; and (d) treatment of acute diseases of 
the teeth, their supporting structures, and adjacent parts, including 
fractures of the teeth and jaws. Any restriction placed on dental or 
home nursing benefits had to be reduced or withdrawn as rapidly 
as practicable. 

3. To Limit Expenditures. The total amount of hospitalization 

provided was initially limited to a maximum of 60 days in any bene- 
fit year. However, when the Surgeon General found that sufiSdent 
money was available, the period of hospitalization could be ex- 
tended to a maximum of 120 days for the subsequent year, or the 
amount paid on account of hospitalization could be increased, or 
both of these could be done. Application for a hospitalization benefit, 
to be valid, had to be filed within 90 days of the day of hospitaliza- 
tion. ~ 

If income, or prospective income, appeared to be inadequate, the 
laboratory benefit could be limited by class of services, supplies, or 
commodities provided, or with respect to the maximum amount 
that would be paid on account of any one beneficiary per year, or 
to a specified Action of the cost, or a combination of these limits 
could be imposed. 
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4. To InteffcCte Hospitalization and Medical Cafe. In (nrder to 
integrate hospitalization under the system into the general pattern 
of medical care, it was provided that hospitalization for tuberculo- 
sis or for a psychosis must be limited to a maximum of 30 days aft» 
the date of the diagnosis, and that no hospitalization benefit was 
payable for care in a hospital or institution for mental or nervous 
diseases or for tuberculosis. 

Eligibility for Benefits. Three groups of persons were eligible 
for Personal Health Benefits: the “currently” insured; dependents of 
currently insmed; and retired and survivor beneficiaries of the Fed- 
eral. Old-Age and Survivors Insurance system. 

1. To be currently insured, a person must either: (a) have been 
paid wages in covered employment of not less than $150 in his 
“eligibility period,” which meant in the first four of the last six com- 
pleted calendar quarters, or (b) have been paid at least $50 for 
each of not less than six of the first 12 of the last 14 completed cal- 
endar quarters— both preceding the first day of the benefit year. A 
worker paid $3600 in a calendar year was automatically credited 
with each quarter in that year after his first quarter of coverage. The 
benefit year in turn consisted of four consecutive calendar quarters 
as determined by the administrative agency. In determining eligi- 
bility, no quarter was to be counted if at any time during that 
quarter a person was suffering horn a disability which had lasted 
six months or more. 

2. A dependent was defined as an unmarried child, including 
step-, adopted, or foster, under 18 years of age or chronically dis- 
abled; or a wife; or a chronically disabled husband, who was living 
with or being regularly supported by a currently insured individual; 
or a parent living with or receiving regular and substantial support 
from a currently insured individual. 

3. Any person entitled to a monthly benefit under the Federal 
Old-Age and Survivors Insurance system, even if for only one month, 
was to be entitled to personal health service benefits for the entire 
benefit year. 

Personal health service benefits were not intended to supplant 
<he medical, dental, home niursing, laboratory, or hospitalization 
benefits provided by Federal and state worlmen’s compensation 
laws. If an individual who was suffering from an injury, disease, or 
disability for which medical care was provided un<W a workmen’s 
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oranpoisation law reedved personal healdi service benefits on ac- 
count of tbat injury, disease, or disability, then the Surgeon General 
was sulnx)gated the disabled person s right to collect ^ estimated 
cost of furnishing that service from the responsible person or agency. 

However, if Federal or state or local governments wished to do 
so and reached agreements with the Surgeon General, medical and 
hospital care for their own employees or for workers cova'ed by 
workmen's compensation laws could be provided through this proh 
gram and could be in lieu of the medical benefits provided under the 
workmen’s compensation acts. Benefits to sudb persons had to be\ 
as far as was practicable, of the same quality, furnished by the sam^ 
methods, and paid fm- through the same arrangements as for other' 
individuals in the system. 

Groups for which the Congress made provision, including needy 
persons given aid by states for which Federal grants-in-aid were 
made, could be brought under this insurance arrangement, and 
money appropriated by the Congress for their assistance, or for the 
administration of assistance, could be used to pay the cost of their 
participation. In another section of the bill, special provision was 
made for subsidizing approved state plans for the medical care of 
needy persons. 

Policies. Certain administrative methods and policies to be 
followed were laid down in the bill. 

1. Any physician, dentist, or nurse who was legally qualified by a 
state to practice had to be permitted to participate. 

2. Standards for determining what constituted specialist and con- 
sultant services and who qualified as specialists and consultants 
were to be designated by the Surgeon General after consultation 
with the Advisory Council, utilizing in so far as possible standards 
and certifications developed by competent professional agencies, 
mid taking into account the persoimel resources and needs of differ- 
ent regions and local areas. 

3. Specialist and consultant services were ordinarily to be avafi- 
able on the recommendation of a family physician, specialist, or 
consultant attending the patient. Home nursing was to be available 
oidy if recommended by the attending physician. Both were also to 
be available widiout a physician’s reconunendation if requested by 
the individual and approved a medical officer designated by tibe 
J$iurgeon General. 
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4. Methods dF administration and payment had to insure prmnpt 
and efficient care of individuals, promote personal relationships bi^ 
tween physician and patient, provide professional and financial 
incentives for the advancement of practitioners, encourage hi^ 
standards of care and coordination among all of die elements, aid in 
preventing disease, disability, and premature death, and Insure ade- 
quate service as economically as was consistent with high standards 
of quality. 

5. General medical and dental practitioners were to be paid on a 
fee-for-service, per capita, whole- or part-time salary basis, or on a 
combination or modification of these bases, as determined by a ma- 
jority of the practitioners in a local area and approved by the 
Surgeon General. However, the Surgeon General could arrange to 
pay any doctor on any one of these bases if he thought it desirable, 
irrespective of what the majority had decided. Specialists and con- 
sultants presented a different problem. They could be paid on any 
one of the bases mentioned above or on a salary basis, as the Surgeon 
General and specialists might agree. And the Surgeon General could 
contract or agree with hospitals for the inclusive utilization of their 
facilities, their staffs, and attending staffs. 

6. Rates of pay could be nationally uniform or adapted to regional, 
local, or other factors. Payment had to be commensurate with skill, 
experience, and responsibility, and adequate by reference to cus- 
tomary annual incomes received by practitioners. 

7. Maximum limits on the niunber of potential beneficiaries that 
any one practitioner or a group of practitioners undertook to service 
could be imposed by the Surgeon General, and these could be 
nationally ui^orm limitations or on a local basis. The purpose of 
this limitation was to safeguard the quality of medical care. 

8. In local areas where payment to a general or family practi- 
tkmer was on a per capita basis, the per capita payments for in- 
sured persons who did not select a practitioner were to be prorated 
among the practitioners participating. 

9. ^neral medical and general dental benefits in local areas were 
the collective responsibility of general medical and dental foao- 
titioners in those areas, including the care of those who did not 
elect a physician or dmitist 

AdmiiiietraAion. The Surgeon General, acting under the super- 
vision and direction of the Federal Secur^ Administrator, and alter 
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consultation with an Advisory Council, was charged with the ad- 
ministration of the plan. He was “to arrange for the availability of 
the benefits provided” by the bill. He was also charged with the 
duty of studying available methods of providing personal health 
and recommending legislation concerning health and related prob- 
lems. Adequate personnel was to be appointed in the Public Health 
Service to administer the act, and existing personnel and commis- 
sioned medical officers in the regular or reserve Medical Corps of 
the Public Health Service could be assigned to the duty of adi 
ministering the program. ) 

It was not intended that the Federal government establish and 
operate the machinery for a centralized administration of the bene- 
fits provided. On the contrary, every possible use was to be made 
of other organizations and associations, public and private. The 
Surgeon General was authorized to negotiate agreements and coop- 
erative working arrangements with appropriate agencies and institu- 
tions, and with private persons or groups of persons, or with 
combinations of these, for the use of their services and facilities, 
for which he was to pay “fair, reasonable, and equitable compensa- 
tion.” The Surgeon General was also to negotiate agreements or 
cooperative working arrangements for the purchase of necessary 
supplies, services, and facilities. In so far as practicable, priority and 
preference was to be given to state and local governmental agen- 
cies. All necessary powers and duties could be delegated by the 
Surgeon General to Public Health Officers, Federal, state, and local 
employees or agencies, as might be necessary to effective operations, 
except the power to make rules and regulations, which had to be 
retained by the Surgeon General. 

The Surgeon General was to prescribe the rules, regulations, rec- 
ords and reports necessary for the efficient administration of the 
system. Before doing so, he was required to consult with the Ad- 
visory Council as to questions of general policy and administration. 
But rules and regulations that applied to the operations of Federal, 
state, or local government units could be made only after consulta- 
tion with diose governmental units. 

National Advisory Gmncfl. A National Advisory Medical Policy 
Council was to be established, to consist of the Surgeon General, 
who was to serve as Chairman, and 16 others appointed by the 
Surgeon General, with the approval of the Federal Security Ad- 
ministrator, selected from panels of names submitted by professional 
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medical and medical educational agencies concerned, with a fair 
representation of the public. Two meetings a year were reqmred, 
and others had to be called when requested by at least four mem- 
bers. Membership was to be for a period of four years, with overlap- 
ping terms. Pay was on a per diem and expenses basis. 

The Council was to advise the Surgeon General on questions of 
general policy and administration, including: (1) professional 
standards of quality to apply to personal health service benefits; (2) 
designation of specialists and consultants; (3) methods and arrange- 
ments to stimulate and encourage high standards through coordina- 
tion of all elements in the system; (4) hospital standards and 
coordination of hospitals; (5) methods of paying for personal health 
service benefits; (6) studies and surveys; and (7) grants-in-aid 
for professional education and research projects. The Council was 
to establish local committees or commissions to advise on questions 
concerning subjects and questions affecting regions or localities. 

Local Area Committees. To assist in making benefits available 
and in carrying out the provisions of the act, local area committees 
were to be appointed. They were to be made up of persons from 
medical and other professions concerned, and public representatives 
informed of the need for the benefits provided. The professional 
representatives were to be selected from panels of names submitted 
by the professional organizations concerned. 

For areas in which state or local government agencies or depart- 
ments administered the benefits, the committees were to be ap- 
pointed by the state or local units. For areas where private organiza- 
tions were administering the benefits, the committees were to be 
appointed by the Surgeon General. 

These committees were to be consulted frequently, and to be kept 
advised by local area Public Health Service Officers of the policies 
and anangements made with respect to the operation of the system. 
They were authorized to make annual reports and such recom- 
mendations as they might care to make. 

Hospitals. Hospitals that wished to participate in tihe program 
were required to meet minimum standards prescribed by the Sur- 
geon General. To qualify, a hospital was required to provide all 
‘‘necessary and customai!^’* services and the Surgeon General had to 
find that professional personnel, adequate facilities, and accounting 
procedures existed which made possible the reports required. Hps- 
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pitals could be accredited for the care of limited varieties of cases 
if (bey met the standards necessary to serve adequately those cases, 
die type and size of communi^ being considered. 

Any hospital not admitted to participation, or one that had with- 
drawn, would on its petition be ^ven a hearing. But the Surgeon 
Genoral was not given any power to supervise or control a hospital 
not owned or leased and operated by the United States, and no re- 
quirement or condition for participation could prescribe a hospital’s 
administration, personnel, or operation. ( 

Appeal, Review, and Limitations. “Necessary and sufficient”’; 
appeal bodies were to be established by the Surgeon General to hear 
complaints from individuals, practitioners, and hospitals. Those 
bodies were to make findings, conclusions, and recommendations to 
die Surgeon General, who was to consider them in remedying 
grounds for complaints. Similar appeal bodies were to be established 
to hear and determine complaints among practitioners and/or hos- 
pitals. The Social Security Board was given the right to decide dis- 
puted rights of individuals to the benefits provided. In disputes 
involving professional practice or conduct, it was required that die 
appeal body include competent and disinterested professional repre- 
sentatives; and in disputes involving only questions of professional 
practice or conduct, the body had to consist exclusively of pro- 
fessional p^sons. Decisions made by appropriate authorities wore 
to be reviewable in the Federal courts. 

Taxes. In the bill providing personal health service benefits, 
there was no reference to the taxes needed to raise the necessary 
revenue. A separate bill was prepared for the purpose of raising 
revenue. It was proposed to levy a tax of 1.5 percent of wages and 
salaries, not counting amounts in excess of $3600 per year on covered, 
employers and ^ployees, or a total of 3 percent. If dependents 
were to be indude^ as the Wagner-Murray-Dingell bill proposed, 
the cost would have been 3.5 percent. The totaPnumber covered 
would have been between 105 million and 112 million, and the total 
00 ^ would have been about $3.5 billion per year to begin witit As 
benefits were increased, tire cost also would have increased. The 
ulthinAe cost would obviously have depended upon what bendto 
-Wipe pioidded, but a total of $4 billion wfiuld have been reached 
a very few years. 

TJie biB did propose &e creation of a Perscmal Bfealth Account in 
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(be United States Treasury and audiorize appropriations to it 
“such sums as may be required” to finance the system. But tt was 
intended that the tax would supply the necessary funds. From the 
appropriations made, tl]« Secretary of the Treasury was to credit 
quarterly to the Account amounts equivalent to 3 percent of cov^ed 
wages. Annually the Secretary was to credit the estimated amount 
spent during the preceding year for general and special dental and 
home nursing benefits, and quarterly the estimated administrative 
costs. Only the amounts credited to the Account were to be available 
for benefits and administrative expenses. 


s. 1520 

The Wagner-Murray-Dingell bill was not enacted into law. It was 
reintroduced in the 80th Congress on May 20, 1947, under different 
sponsorship and with many modifications, some of which were 
drastic. The three major modifications relate to coverage and admin- 
istration and state plans. 

Coverage. Coverage was extended to include the self-employed, 
bixsiness and professional men, and farmers, agricultural and do- 
mestic workers, and Federal dvil service employees. This would add 
to the coverage more than 15 million persons and their dependents. 

Administration. Proposed administrative machinery was dras- 
tically modified. A National Health Instnance Board was proposed 
to have general supervision, with the Sturgeon General and the Com- 
missioner of Social Security as ex-offido members and three others, 
one to be a doctor of m^dne, appointed by the President, and 
subject to the supervision of the Federal Securi^ Administrator. The 
Board’s functions are to approve or disapprove state health insur- 
ance plans, to administer ^nefits where states do not have an ap- 
proved plan, to establidi regulations and standards, and to assist 
states in devising and administering plans. It is to be assisted by an 
Advisory Council made up of representatives of persons digfi>le to 
benefits imd personnel providing services. 

SttOe Fima. It is dedared to be the intort of C<mgse» 
wherever possiU^ benefits be adirrtnistered by the states under ^i- 
proved plans,- using grou{» such as voltmtary healdi tmd hos p itol 
associations, medical sodetfes, and dinics. States whkhi wMi to 4u 
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so are permitted to establish machinery for providing the benefits 
and to make agreements with voluntary health and hospital groups. 
Should any state he unwilling to participate, the Board will ad* 
minister the act in that state. 

In order to he approved, a state plan must he administered throu^ 
a single state ag^cy, must have a state Advisory Conunittee widi a 
majority representing those eligible for benefits, satisfactory admin- 
istrative methods, including civil service personnel. It must aim 
make for maximum utilization of participating health personnel and 
facilities and make benefits available in all local health service areas. 
Federal funds must be properly safeguarded and expended. Pr^ 
vision must be made for cooperation with other public agencies. 
And there must be decentralized administration of the benefits pro- 
vided. 

Federal funds are to be allocated to states mostly on the basis of 
covered population, participating personnel and facilities, and the 
“cost of reasonable and equitable compensation for such personnel 
and facilities,” and the cost of necessary supplies. Five percent of 
Federal funds are to be allocated on the above considerations plus 
the extent to which previous allotments have been insufficient. 
Emergency allotments may be made in cases of disasters or epi- 
donics. 

In so far as possible, administration of benefits is to be on the local 
or area level, with as little state and Federal interference as possible. 
The state is to be subdivided into health-service areas, each one 
headed by a local administrative office cat a local administrative 
committee with an executive officer. This officer or committee would 
publish a roster of participating pm-sonnel, adjust complaints, pay 
participating personnel and facilities, act as liaison with professional 
personnel, and publicize the system. It would be assisted by a local 
area committee of insured and service personnel and by a committee 
of the pnrfessional personnel. No individual or.group may be given 
the exclusive right to provide services or facilities. 

Special consideration may be given to rural areas. Ihis may consist 
of a special method of paying practitioners, such as guaranteeing an 
annual minimum income, the payment of transportation expenses in- 
curred by service personnel, loans for office equipment, and atoibu- 
ianoe service. The object of this is to figure Adequate medical 
peisminel in rural areas. 
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THE NATIONAL HEALTH BILL OF I 947 : S, 545 

Opponents of the Wagner-Murray-Dingell bill, although success- 
ful in the fight against it, were thoroughly aroused by the growing 
strength of the movement for compulsory health insurance. They 
were mindful of the adverse effects on public opinion of mere oppo- 
sition. But they were also concerned, many of them, with the ad- 
mitted inadequacy of medical care for persons with low incomes or 
with none at all 

Senator Robert A. Taft combined with Senators H. Alexander 
Smith of New Jersey, Joseph H. Ball of Minnesota, and Forrest C. 
Dormell of Missouri, all members of the Committee on Labor and 
Public Welfare, to introduce and advocate a bill to coordinate Fed- 
eral health activities in a single agency, to modify and expand the 
Public Health Service, to promote and encourage medical and dental 
research, to subsidize state and local plans for furnishing medical 
and dental care to the medically indigent, and for other purposes.® 

The Taft bill as a whole will not be described here, but only those 
portions of it dealing with the provision of medical and dental care 
to the medically indigent. 

Medicfil Services for Persons with Low Incomes. Provision is 
made in the bill to encourage the development of plans for medical 
services to families and individuals with low incomes, and for peri- 
odical medical examinations of all school children. The method used 
consists of grants-in-aid to states having approved plans. A total of 
$200 million is authorized for each year of operation, to be distrib- 
uted among the states with approved plans, and it was understood 
by the sponsors that more would be needed later. Administration is 
vested in die Director of the 0£5ce of Medical and Hospital Care 
Services, a proposed unit in a proposed National Health Agency. 
The Director must consult with a National Medical Care Council 
consisting of the Director as Chairman and eight members, five (ff 
whom are to be persons outstanding in the field of medical and 
hospital care, four of the five being doctors of medicine, and three 
persons familiar with the needs for medical and hospital care in 
rural and urban areas. There is to be no Federal supervision or ocm- 

® S. 84S, 80th Conf;., 1st Sess. Hearings wore held on S. 545 and S. 1820, 
die modified vorsion of ^e Wamer-Muiray-Dingdl biU, by a subcomndttee of 
die Cammittee on Labor and Pmilic Welfare. 
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trol over the administration, personnel, maintenance, or (^leraticni of 
state medical care plans. 

The proportion d the total Federal grant which any one state will 
rec^ve is to be determined according to the following formula. It 
shall be the same percentage of $200 million “as the product of (a) 
the population of such State, and (b) its percentage of tax*paying 
ability, bears to the sum of the corresponding products for all the 
States having plans approved.” Tax-paying ability in turn “shall be 
that percentage which bears the same ratio to 50 per centum as die 
per capita income of the United States (excluding Alaska) bears to 
the per capita income of such State,” but in no case more tnan 6^ 
or less than 25 percent. The calculations to be made are simme, but 
they must be made for all states before it can be determined how 
much any one state will receive. \ 

The following example will illustrate the general procedure to 
be followed. Assume a state population of 7 million and total popu- 
latkm of 140 million; a state per capita income of $1600 and a U.S. 
per capita income of $2000. The state’s percentage of tax-paying 
ability would be: 


X 

7 ^ 


2000 

1 ^’ 


or .625 


which multiplied by its population of 7 million equals 4,375,000. By 
the same process, this factor is computed for all states having ap- 
proved plans, and the factors for all other states are added together. 
Assume that sum to be 65,625,000. Then, 

* 4,375,000 1 

200,000 ~ 65,625,000“ 15 

Our state would be entitled to one-fifteenth of $200 million, or $1^ 
million. 

Conditions that state plans must observe in order to secure Fed- 
exal approval are laid down in the bill. The major conditions laid 
down luve to do with the nature of die services to be provided. 

It is required that the plan be, or within five years become,' state- 
ydde, and that it provide: (a) hospital, medical and surgteal serv- 
ices for all individuals and families having insufiBcient incdme to pay 
tile whc^ cost, and (b) poiodic physical examinatfams of all <M- 
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dieo ia dbmdntuy and seooodaiy sduxjls. Nodds^ whatsoever Js 
said in the bill regarding what sludl constitute income insuffideat 
to pay the whole cost Each state is to establidi its own “means 
test." 

The state plan must describe in detail tiie specific services to be 
lendared, and those smdces must be furnished without discrimina- 
tion on account of race, creed or color, to all persons who are 
unable to pay the full cost. No qualitative standards are prescribed 
by the bill, and no control is exercised over the schedule of fees to 
be paid to practitioners. The medical services may be rendered in 
the home, office, or in an institution. 

The state may pay for services by insuring those eligible to receive 
them in any voluntary nonprofit health, medical, or hospital insur- 
ance fund. It may even establish a compulsory health insurance sys- 
tem of its own. But the state must charge “proper" amounts to those 
who are able to pay a part but not the whole of the cost incurred. 
States may, under tire provisions of this bill, pay nonprofit private 
organizations to care for eligible persons. A state may care for thmn 
itself, or for some of them, in its own institutions. The state may also 
under the bill subsidize physicians practicing in areas where a 
private practice will not yield incomes sufficiently large to attract 
adequate supplies of medical personnel 

The state plan must describe the financial contributions toward 
the cost which are to be made by the state, its subdivisions, and 
private institutions, and the financial support must be adequate to 
meet the cost of medical services to the medically indigmit. It is also 
required that the state and its local subdivisions contribute at least 
as much as was contributed for similar purposes in the year 1946^ 
and at least as much as the amount of the Federal grant The pur- 
pose of this provision is to prevent states from reducing tiieir con- 
tributions as Federal grants become available. Since expenditures 
already being made may be counted, most of the “new" money avail- 
able would come from the Federal grants. Federal obligations for 
tile medical and hospital care of vet^ans are not modified by any 
provision of the bill. 

Because time will be required to get tiie entire plan into full opera- 
tion, priority for services to be provided must be dearty indkaded. 
FortiiKmore, the entire plan must be based on the results a state- 
wide inventory medical surgical and hos^dtal care needed, imd 
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Special provision is made to assist states financial^ in taking that in- 
ventory. From time to time, the plan and its operations must be 
reviewed by the state. 

Some of tbe other conditions laid down are as follows: (1) die 
plan must be administered by a single supervisory agency with 
authority to carry out its provisions, and within approximately two 
years that must be the state health agency; (2) there must be juro- 
vision for a state medical and hospital advisory council, indu^g 
among its members representatives of state medical and hospital 
societies, nonprofit mescal and hospital plans, and other interested 
groups. 1 

There are also the provisions common in this ^e of legisliuon to 
the effect that allotments shall cease if the state is%ot complying 
substantially with the Federal conditions, if Federal funds\ have 
been diverted from their intended purposes, and if the stat^ has 
foiled to provide at least as much mon^ as the Federal govern- 
ment has provided. But any state whose funds are cut off may appeal 
to a United States Circuit Court of Appeals for relief, and either side 
may appeal further to the United States Supreme Court. On appeal 
to die courts, the Director’s findings of fact, unless substantially con- 
trary to the weight of evidence, are conclusive. ; 

Doital Services. One purpose of the bill is to encourage states 
to establish systems of dental care for school children and for per- 
sons with low incomes. The method used is to subsidize states hav- 
ing approved plans. Money is provided to assist states in making 
state-wide inventories of the needs to be met. 

A sta^e plan, to be approved, must within five years provide for 
periodic inspection of the teeth of all children in elementary schools, 
public and private. It must provide for them dental care and treat- 
ment for dental diseases and defects, including prophylaxis, filling, 
x-ray, retraction, and related care, but not necessarily orthodontia, 
vrflich is the straightening of teeth. These services must be available 
<mly to all children whose parents cannot pay the whole cost of pro- 
viding them. The state may also extend this dental program to all 
fomilies and individuals who cannot afford to pay the entire cost. 
But “proper charges of less than the total cost of die services ren- 
dete^T must be collected from persons who are financially able to 
pay a part of the cost 

The services may be provided dirou^ insurance in voluntary non- 
pcc^t dental care funds, or even in compulsmy funds if the state so 
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'Wishes, as well as in its own institutions or in nonprofit pivate insti> 
tutions. As in the case of physicians, the state may subsidize dentirts 
in areas wdiich cannot normally si:^port diem through private prac- 
tice. The services provided must be available without regard to race, 
creed, or color. 

It might be added that the prepaid nonprofit movement has made 
practically no headway in the field of dental care. Dentists appear to 
be con'vinced that dental health service differs materially from med- 
ical health service. The American Dental Association’s approach to 
the problem "is dental education, research, and grants-in-aid to ex- 
tend the program, and primarily an extensive program for chil- 
dren.” ’’ The Association favored the plan proposed in this bill. 

The method of determining what proportion of the total amounts 
appropriated goes to eadi state is the same as that described above 
for medical care. Amounts authorized to be appropriated begin at 
$8 million and increase to $20 million each for the fiscal years end- 
ing June 30, 1950, and 1951. 

Ihe conditions laid down for approval are the same as for the 
medical care program, with the same right of appeal They will not 
be repeated here. 

General supervision is by a Director of Dental Care Services, 
who is in charge of the Office of Dental Care Services, a proposed 
office in the National Health Agency. Councils are, of course, dental 
councils. 

Provision is made for a National Institute of Dental Research 
which is to conduct, assist, and foster research and demonstrations 
relating to the cause, treatment, control, and prevention of dental 
diseases and impairments. It is also to coordinate similar research 
done by others and to provide fellowships in the National Institute 
of Dental Research and in other public and private institutions. 

Those opposing compulsory health insurance rallied to the sup- 
port of the Taft bill. Ihey generally approved it in prindple and 
found relatively little in its detail to criticize, aldiough to some it was 
merely a lesser evil than a general compulsory system of health in- 
surance. It is not altogether unlikely that some Congressmen favor- 
ing a national compulsory health insurance will accept dre Taft 
prr^posal not as a substitute, to be sure, but as a step in dre general 
direction they wish to travdl 

t Sterling V. Mead, president of die American Dental Association, Heartnff 
on S. 54S and S. 1320, 80di Cong., 1st Sess., Part 1, p. 376. 
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The argmnents of tihose opposing the Taft hill may be summarissed 
as follows: 

It is not a national health program, and it sets patterns of legislation that 
go counter to principles developed by progressive medical and public- 
health leaders during the past 20 years. It establishes the means test as a 
prerequisite for giving medical care, thus reverting to the outmoded con- 
cept ^ medical care as a charity to the needy. It sets no standards for 
mch limited care as may be supplied under the bill, so that the poor, as 
today, will probably receive a kind of medical care inferior to that avail- 
able to those who can afiFord to buy it. It turns over large Fedml and 
State funds to private agencies with little or no control as to how they 
will be spent. It creates an artificial and costly barrier between ^ethods 
df disease prevention and medical care.^ 

The strength of those opposing governmental participaaon in 
medical care insurance was sufiBcient to prevent enactment of the 
Taft bill. 

H. R. 6949 : FEDERAL HEALTH SERVICE 
REINSURANCE 

Early in 1954, Mr. Wolverton introduced into the House of Rep- 
resentatives a bill the purpose of which was to stimulate the devel- 
opment of private voluntary nonprofit health service plans. K was 
believed that if nonprofit associations could reinsure a major portion 
of the heavy liabilities incurred under some individual policies they 
would expand their coverage and benefits sufficiently to provide a 
substanti^ nation-wide health care program and thus stem the 
movement for national compulsory health insurance. 

It was proposed to establish as an instrumentality of the United 
States a Health Service Reinsurance Corporation, managed by three 
full-time directors and capitalized at $50,000,000, the capital to be 
provided by Congress. The Corporation was authorized to contract 
with approved nonprofit health service associations to pay them 
two-thirds of each claim exceeding $1000 paid by the associations to 
any individual subscriber during any twelve continuous months. 
The reinsurance premium to be paid by e^h association to the Cor- 
poration was set at 2 percent of the total gross payments received 
from subscribers on all of the association s service contracts. 

Approval for reinsurance purposes was made to depend on the 
inchision of required provisions in association contract widi snb- 
teribers. It was required diat association contracts provide cmly 

^ I^. Ernst P. Boas, National HeaJA Frogtam, Hearing on S. 545 and S. 
im. Part 2, p. 614. 
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setvido Ixttoefits and ‘diat no cash be payable dtec^ or indirectly 
under those contracts on account of death, illness, or injury, and 
that die contracts state dearly all benefits made available, die ctm- 
didons imdor which they would be provided, and for what period 
time. The premium payable by subscribers to die association would 
have had to be set in terms of the subscribw’s declared adjusted 
gross income, as computed for income tax purposes, not counting 
amounts above $5000, and benefits were to be reduced in proportion 
to any discovered understatement of income. 

For approval of hospital service plans, benefits to subsoibers for 
a minimum and uniform duration of six mondis in a 12>mondi pe- 
riod were required, with free choice of any qualified nonprofit hos- 
pital, and all qualified nonprofit hospitals in the general area of the 
service plan had to be eligible to participate. Furthermore, in addi- 
tion to his premium to the association, the subscriber was to be re- 
quired to pay the hospital either $1 for each day of service or 5 per- 
cent of the total cost, whichever was the lesser. 

Associations providing medical care would have been required to 
pay 75 percent of the cost of physicians’ visits, in the home, office, or 
elsewhere, except in a hospital, excluding the first consultation, but 
it could not have paid for more than 12 visits in any 12-month pe- 
riod. The “cost” was to be derived from a fixed scale of charges, ar- 
rived at by agreement between physicians and associations. For 
medical care in hospitals, associations would have paid 95 percent 
of the cost. All licensed doctors of medicine in the state were to be 
eligible to participate, subscribers were to have free choice from 
among participating physicians, and choice of any physician in an 
emergency. 

Applications for approval had to contain an agreement that par- 
ticipating hospitals and doctors would limit additional charges to 
subscribers for services covered by the plans to a maximum of ^ 
percent of the amounts agreed upon for timse services in assochiticm 
cxmtracts with hospitals and doctors, unless the health service asso- 
ciaticm gave prior written consent to charge more. Asscxhitions also 
had to agree that they would accept any nongroup applicant who 
applied for membership and paid the premium, tlmt all premiums 
would be payable in advance, and ^t out-of-state sob«»ibers 
wcHild be l^ted to a maximum of 25 percent of total assochitioa 
mctoiberahip. 

The< Corporation’s caipital of $50,000,000 was to constitute a le- 
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serve and to be allocated in equal amounts to a Hospital Service Re- 
insurance Fund and a Medical Care Reinsurance Fund, Premiums 
received from associations were to be added to the proper Fund, 
and Congress was to appropriate amounts equal to the premiums re- 
ceived from associations, which also were to go into the reserve. The 
reserve was looked upon as a “revolving” fund to be replenished by 
association premiums and Congressional “matching” appropriations. 
The Corporation was authorized to borrow from the Treasury, but 
the aggregate amount outstanding at any given time could not ex- 
ceed $25,000,000. All expenses of operating the Corporatiom except 
fees charged against associations for making the examinauons re- 
quired for approval, were to be paid by the United States! except 
&at interest on the reserve could be used for that purpose. Provision 
was made for terminating reinsurance contracts, voluntarily Iw asso- 
ciations and by Corporation revocation of approval. \ 

The bill appeared to have substantial support, but late in the ses- 
sion the House voted by a large majority to refer it back to its Com- 
mittee. 



CHAPTER NINETEEN 


SOME ARGUMENTS FOR AND 
AGAINST COMPULSORY 
HEALTH INSURANCE 


The Wagner-Miirray-Dingell bill to establish a national compulany 
{Hrepayment medical care system brought forth before the Senate 
Committee on Education and Labor the best and the worst argu- 
ments that could be mustered on the subject. Voluminous testimony 
pro and con was taken, and that testimony, together with statements 
submitted for the record, presents a good cross section of American 
public opinion on the subject. 

There was a strong emotional basis underlying mudi of the testi- 
mony on both sides, with little if any attempt being made to conceal 
inherent bias. Yet an abundance of expert testimony was presented 
and ably discussed. There was also extensive and active participa- 
tion in the hearings by some of the members of the Committee 
mostly of an ex parte c^racter. There was even some hostility mani- 
fested between certain members of the Committee. As would be 
expected, nearly every argument put forfb, whethm: for or against^ 
was challenged. It seems worth wMe to reproduce here some of that 
argument, aldiough no attempt will be made to summarize the 
hearings. 


ARGUMENTS FOR COMPULSORY INSURANCE 

Representatives of a small minori^ of ^ medical professioa ap- 
peared in favcnr of a national compulsory system. The Flqrdcians 
Forum, the Committee for the Impovement of Medictd Care, Ae 
Natio nal Medical Association, and the Dentists Committee for foe 
Passage of foe Wagaer-MuRay-Dingell BiD, wme all reprewidied in 
bdialf of foe MU. Officials (rf 8eve]i^ Federal Agencies forew foeir 
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into die balance, including die Social Security Board, Fed* 
eral Security Administration, Public Health Service, Department of 
Agriculture, and Department of Labor. Organized labor, including 
the American Federation of Labor, the Congress of Industrial Or- 
■ganizatioiis, the National Women’s Trade-Union League, and the 
Brotherhood of Railroad Trainmen, vigorously supported a national 
system financed by taxes on employers and employees. Social and 
wel&re groups testified to the need for compulsory legislation, and 
were represented by the American Association of Social Workers, 
die American Association of Medical Social Workers, the National 
Commission on Children and Youth, die Methodist Federation for 
Social Service, the Southern Conference for Human WelfaK, the 
National Federation of Setdements, the National Confereime of 
Catholic Charities, the National Catholic Welfare Conference! and 
the National Association for the Advancement of Colored People. 
The American Association of University Women, the Council for 
Social Action of the Congregational-Christian Churches, the Na- 
tional Lawyers Guild, the Independent Citizens Committee, the 
National Consumers League, the American Veterans Committee, 
and the National Farmers Union also appeared in behalf of the bill. 
Others not listed here also appeared. The burden of their argument 
was that a national compulsory system is needed and that sudi a 
system is not contrary to American ideals and institutions. 

Hie Need. Those who favored compulsory health insurance pre- 
sented data showing that medical care is now inadequate, unevmdy 
distributed, and expensive, and tiiat as a result large numbers of 
people do not get the medical care they need. Much of the informa- 
tion given in Chapter 17 was used to support the argument that 
there is a crying need for a method of paying for medical care which 
will provide adequate facilities and distribute them properly. And 
th^ believed that compulsory health insiunnce is that method. One 
eloquent plea based on need was made by Senator Robert F. Wag- 
ner, staunch supports of all forms of social insurance and one of the 
qxmsors of the He said: — 

Every year thousands of mothers and children are dying needlessly 
from {Hreventable causes. Every year thousands of men and wommi in 
the prime life are dying needlessly from tuberculosis, pneu m o n ia, in- 
fluenza, and other preventable diseases. . . . Every year we lose more 
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persons bom preventable and premature deaths tban we lost on tfie 
Mds during all of Wwld War II. 

We cannot allow these preventable deatbs to occur year after year. 
Every year of delay in establishing a national health program means die 
loss of thousands of lives. Every year of delay means needless sufitering to 
thousands of people who do not now obtain adequate medical care. In die 
past we have taken some small piecemeal steps to try to deal with die 
problem. Now what we must do is tackle die job with everything we have. 

The most important way now to accomplish that purpose is by the 
enactment of a national health insurance plan supplemented by other im* 
provements in existing health legislation.^ 

Natural Extension of Social Security. One point, stressed 
many, was that after all health insurance is really nothing so revolu- 
tionary, but is rather just a logical and necessary expansion of what 
we already have. Considerable progress has been made in developing 
a system of social security for the United States. Old age insurance 
is provided by the Fedmral Old-Age and Survivors Insurance system, 
the Railroad Retirement system, the Civil Service Retirement sys- 
tem, and other Federal retirement plans, as well as by retirement 
systems for state and local government employees. Many are still 
not included, but marked progress has been made. Some progress 
has even been made in the direction of retirement for disability. 
Old-age assistance programs have been developed which meet the 
most pressing needs of the indigent aged. Every state has an unem- 
ployment compensation system and coverage is growing. Workmen’s 
compensation has long been in operation and is playing an important 
role in the reduction of insecurity. And assistance is provided for 
such needy groups as the blind and the crippled, needy mothers and 
dq>endent children. 

. “The lack of adequate measures to cope with sickness and sidmess 
costs constitutes the most serious gap in provisions for social security 
in the United States.” ^ A system of health insurance would fill the 
last remaining large gap in our social security legislation. 

Merchant seamen have since 1798 received medical care admin- 
istered by the United States Public Health Service and supported by 

^ United States Senate, National Health Program, Hearings Before the 
Senate Committee on Eduction and Labor on S, 1606, a Bill to Prooide for a 
Nattond Health Program, 79th Cong., 2nd Sess., Government Printing CnBce, 
Washkigton, 1946, Part 1, pp. 52-53. 

2 A^nr }. Altmeyer, toe. cit,. Part 1, p. 172. 
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social insaianoe and tax funds. Medical and hosjrital care are now 
being su^^lied free to millions of Veterans. This last point has been 
summed up in anotber connection as follows: 

Few pet^le seem to realize fbat the American people are already com* 
mitted to me of the largest experiments in government medicine yet seen 
in die world. We are to provi^ complete, free hospital and medical care 
in the ho^iuds for from twelve to fourteen miUion service men and 
wmnen in veterans’ hospitals stafFed by salaried physicians. The cost is 
met fr(nn taxation. Veterans receive complete hospital care with the serv- 
ice of physicians. Althou^ originally intended for service-connected disa- 
bilities, the language of the statute makes the test for ability to {pay for 
nonservioe-connected illnesses only a formality. No attempt is ma^ to 
collect from the veteran unless he has insurance coverage, in whim case 
an efiFbrt is usually made to collect from the carrier. In practice, tqp gov- 
ernment pays. Proposals have recently been introduced to remc^ aU 
reference to the financial status of a veteran seeking care.* ' 

Cash disability benefits are already available imder the Railroad 
Unemployment Insurance act and under several state acts as welL 
Private voluntary prepayment and commercial hospital and medical 
care plans help, but they do not reach the ones most in need of pro- 
tection, namely the lowest-income groups. A system of health ii^ur- 
ance would fill that gap and would bring the United States abteast 

leading foreign countries in the field of social insurance. It would 
weld together Ae many small programs now in operation, spread 
the movement to those not yet covered, or to most of them, and lift 
die whole to a higher level. 

Some argued that voluntary insurance had developed sufBdendy 
to fill dm gap. But that was denied, and the experience of other coun- 
tries was offered as evidence. A study made by A. M. and Nathan 
Simons for the American Dental Association in 1931 was discussed: 
That study found, among other things, that “every attempt to apply 
the principles cff voluntary insurance on a large scale has proved to 
be (^y a longer or shmter bridge to a compulsory system. Every so- 
called Voluntary’ system is successful in just about die proportion 
diat it contains compulsoiy features.” * “ 

Eeafnomically and Ffaiancialiy Sound. It was estimated dot a 
oon^^hmnive tystem of medical care would o(»t about ^.5 billion 

* Loois H. Pink, The Story of Blue Croat, FiibUc Afifain Pan^pUet Na lOI, 
Public Affain Craomittee, Inc., pp. 29-30, 19^ 

* Hmringa on S. 1606, Part 2, p, 646. 
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tlie first year and some^K^t more m later years as ackled benefili 
wore intaroduced. In terms of pay roll, it was estimated to nm from 
3 to 4 percent. The total cost would of course depend tm the soc^ 
of ben^ts provided, and there was considerable difference (ff opin- 
ion as to the ultimate cost. Civilian health and medical expenditures 
fear families amounted to about 4 percent of income; and public ex- 
penditures for civilian health then ran about $1 billion annually. 

Proponents argued that a compulsory system would not add a new 
burden, but would merely provide a new method of payment "The 
bill does not impose additional cost; it is merely a device to permfi 
us as consumers of medicine to pool our small contributions and 
thus build a reserve large enough to meet above all else, the oip- 
pling blow of major illness. Ibis is primarily a problem of consumer 
organization.”'’ William Green, president of the American . Fed- 
eration of Labor, testified that though it might be costly, still he 
could not conceive of anything that would be a better “asset of die 
Nation than good health.” ® 

Spreading the burden of medical care among many by the insur- 
ance method is a sound economic and financial procedure. It is true 
that some will pay more than they now do and vdll receive no mcxre. 
But that is characteristic of the method of social insurance. How- 
ever, it should be noted that those who say that the total cost will not 
be increased, but that what is now being spent will merely be spread 
out, seem to forget that much will be spent for medical care outside 
the system by people who pay taxes under the system. Furthermore, 
if a really good system is established, it will cost more than we are 
now spending, because we simply are not now getting as good med- 
ical care as we want and can provide. As one doctor put it: "If Amer- 
ican medicine is to be good, it will be eiqpensive. . . . Ches^ 
medicine will mean poor medicine, and drat, in the long run, will 
^ expensive.” ’ 

Federal contributions may be necessary to keep the direct cost to 
employers and employees down, and they can be justified on that 
ground Government is now contributing to the medical care of 
many, and this much would not represent a new cost. But if stfil 
higher contributions by Government aro needed, they will 

® Dr. Alice Hamilton, loc. cU., Part 2, p. 978. See also Arthur J, Altmeyer, 
Rurt 1, p, 206, and James B. Carey, secreta^-treasurer, CJ.O., Part 3^ p. 1519. 

* Loc. cit.. Part 1, p. 476. 

f Dr. Allan M. Bader, loc. alt.. Part 1, p. 416. 
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represent a particular choice in the method of collecting funds. The 
money would simply be got by increasing income or other taxes 
instead of the pay-roll taxes. Much of it would come from the same 
sources as the pay-roll taxes. 

It was also argued that a compulsory system, by reducing the 
volume of sickness and disability, increases the ability of workers 
and employers to pay premiums and to secure more adequate med- 
ical care. A slight reduction in the amount of illness would result in 
a substantial saving in working time lost. This, to be sure, is a hope, 
but to proponents of the system a reasonable hope. j 

Improved Medical Care. Those who favor a compulsory med- 
ical care system are generally convinced that such a system will 
improve the quality of medical care and reduce the volume ofi sick- 
ness, and they gave specific reasons for their belief. \ 

In our opinion, the passage of this bill would definitely encourage high> 
quality medical care. Doctors with whom we have consulted have in- 
formed us that when the ability of the individual patient to pay is a factor 
in his prescription of treatment, as it is under the present system, the best 
quality of service is often denied. Under the contemplated program this 
barrier would be removed. Patients would also be encouraged to visit the 
doctor in the early stages of illness.^ < 

All too often the physician is prevented from giving his patient the 
benefit of the full resources of medicine because the patient cannot afford 
the expense of the procedures involved. The doctor is unable to practice 
medicine in the way he wishes and in the way it should be practiced. . . . 
Most physicians enter and remain in the field of the practice of medicine 
because they derive a sense of satisfaction from the prevention and allevia- 
tion of siclmess. Under this bill the physician will find his relationship 
with his patients unimpeded by economic barriers. No longer will the 
problem be whether the patient can afford the treatment the physician 
thinks is necessary. No longer need the physician hesitate to call for the 
complete working up of any case, regardless of cost. No longer need the 
patient wait until the disease becomes acute before consulting the physi- 
cian. For the first time, preventative and curative medicine can come into 
its own on the largest possible scale.® _ 

Some argued that a compulsory system will increase facilities and 
result in a better distribution of facilities and personnel. There is 

® The Reverend Jack R. McMichael, executive secretary, Methodist Federa- 
tion for Social Service, loc. cit,. Part 1, p. 469. 

9 Dr. Ernst P. Boas, Physicians Forum, he. cit. Part 2, p. 738. 
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general agreement, even among those who oppose a compulsory sys- 
tem, that there is a maldistribution of personnel and facilities. *What 
is more, there are no signs of improvement, and the pattern of settle- 
ment elected by thousands of physicians and dentists leaving the 
armed services is serving further to exaggerate present dispropor- 
tions. . . . There seems to be no prospect of solution of this crisis 
. . . unless steps are taken toward equalizing the financial support 
for medical services in all parts of the Nation.” 

The South is especially hard hit, with its rural areas and its large 
Negro population. 

We in the South know a lot about ill health and inadequate medical 
care, because we have more of both than any other section of the country. 

. . . Our rural and our Negro populations are hit the hardest, but our 
industrial workers and the middle-income groups are not so much better 
off. . . . The two main sources of Ais misery are clear, namely, poverty 
and inadequate medical services. . . . The private medical insurance we 
can get now is far too expensive and does not meet our health needs. . . . 
Blue Cross hospitalization is good as far as it goes, but it does not go very 
far. ... A national health program ... is necessary if we are to get 
more hospitals, public-health services, doctors, dentists, and nurses, and 
to be able to go to them when we need medical care.^^ 

One doctor said: 1 think there is no question . . . but that legislation 
of this kind, would make possible to almost every section a kind of med- 
ical care that very few of our population have had.^^ 

Not only would there be more facilities and a better distribution 
of personnel and facilities, but, it was argued, there would be better 
coordination in the entire system. 

As science advances, it becomes more and more important to coordinate 
the services of family practitioners, specialists, laboratories, and hospitals. 
High quality medical care cannot be obtained without such coordinated 
services. However, employment of specialists, consultants, laboratory, and 
other services costs money— more money than most people can afford to 
pay. And that is one reason— and a very important one— why most people 
(Jo not obtain high quality medical care at the present time.^* 

Dr. J. W. Mountin, medical director, U.S. Public Health Service, he. cU., 
Part 1, p. 140. 

Dr. Clark Foreman, President of the Southern Conference for Human 
Welfare, he. cit.. Part 1, pp. 35S-388. See also Dr. W. Montague Cobb, Aid., 
pp, 501 ff. and Dr. E. I. Robinson, Part 2, pp. 787 ff. 

Dr. Frederick D. Mott, chief medical officer, Farm Security Administra- 
tion, he. dt. Fart 3, p. 1181. 

Dr. Harold Aaron, lac. dt. Part 3, pp. 1254-1255. 
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A c(Hnpuls(Hry system will, it is believed, also imfoove medical 

[It] will increase the quality of medical care by freeing doctors to use 
laboratcny and other techniques now often neglected because of cost* The 
quality of medical care receives an additional boon by the provisions en- 
couraging medical research, basic medical training, and special graduate 
work.*^* 

What virtues American medicine may have lie in the potential powers 
which have been given to it by scientific discoveries for which we have 
come to depend almost entirely upon salaried persons in institution. The 
present system of practice, by isolating physicians in ofiBces, effectually 
removes them from the field of scientific endeavor. By reason of ms re- 
moteness they are deprived of the contacts needed to give them\even 
an understanding of the scientific tools they may use. Competitive Wac- 
tice on a fee-for-service basis furnishes no medium for the traini^ of 
experts or medical methods. Its complete failure in these respects was 
never more evident than it is at this moment when we are confronted with 
the problem of reeducation and relocation of returning medical officers.^^ 

One witness, discussing the effect of insurance on the integrity of 
the medical profession, observed; "Surely they attack the integrity 
of our practitioners when they suggest that the quality of care wopld 
decline merely because the doctor is assured of payment.” ^ 

Proponents generally believe that with health insurance the 
method of practice will improve. One argued: 

The time-honored general practitioner who rendered all aspects of 
medical care to patients, is a casualty of the progress of science. We must 
face the fact that the total knowledge available for the care of patients 
today cannot be mastered by an individual physician. Modem medical 
care of the sick patient requires the services of not one but many physi- 
cians, as well as highly trained technical and nursing personnel skilled in 
tibe use of complicated apparatus and delicate techniques. . . . Whatever 
limitations group practice might impose on the action of an individual 
physician would be balanced by the group’s consideration of each mem- 
ber s qualifications, limitations, and personal needs.^*^ 

The Rev. Ja<& R. McMichael, executive secretary, Methodist Federaticni 
f<wr Sochd Service, fcc. ctt.. Part 1, pp. 458-459. 

Dr. John F, Peters, 2oc. cit., Fart 2, p. 985. 
w Dr. Alice Hamilton, loc. dt.. Part 2, pp. 977-978. 

17 Dr. Allan M. Bud^, loc. cH., Part 1, pp. 4X1, 412. But see Dr. Frans 
Goldman, fsat 4, p. 2229: ^The need fcnr die general physician is illustrated in 
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Not ^ diose ^ho favor a xiational oooqpidsory sjrstem beMovId 
that improved medical care will follow necessarily and immediald^t 
One mqpressed himself as follows: 

In spite of the arduous wodc involved in the drafting of this legistatikni 
and the long and earnest inquiry and effcnrt ^ven to perfecting its provi' 
dons, its passage cannot be e:q>ected to usha in an inunediate millennium 
of healdi. It prescribes no changes in the present order of medical practioe> 
It merely enables physicians to give and patients to receive more medical 
care by giving or distributing the funds to meet its cost. Its proponents 
and supporters, however, sincerely hope that it will lead also to improve* 
ment in the quality of medical care, which, in turn, must involve Ganges 
in the method of practice. What direction these dianges should take 
be determined only by e]q>eriment, which must, ther^ore, be fostered by 
the program.^^ 

A national system, with its supervised minimum standards, it was 
argued, would at least result in more imiform quality of medical 
care than now exists. It would also result in a more uniform quantita* 
tive distribution of medical care. 

Benefits to the Medical Profession. It was argued that a com- 
pulsory system will be decidedly beneficial to the medical profession, 
and in many different ways. 

First of all, it will enable the profession to give the patient the 
best possible professional care, and thus actually enable it to enjoy 
dre satisfaction of preventing and alleviating sic^ess, a purpose i<x 
which most physicians are said to enter and remain in the profession. 
Specialists, equipment, laboratories, and time will all be available, 
and cost will not be a detment to their fullest use. As one (ff the 
doctors said, it will bring "release from the economic restrictions 
which have kept physicians from the full development and exerdse 
of their powers. I can see in it the promise of a bridge across thet 

this trae story of six specialists and no doctor. There was a man with inframam* 
mary pain who betow hhnsdf to a cardiologist, who suspected a i^inat-oordi 
lesion and sent him to a neurologist who diagnosed spinal osteoarthritis and aent 
him to a ra^obgist whose x-rays revealed nothing. . . . Being still in pate he 
went a little later to a chest specialist who discovoed nodiing but Suspected a 
psydioneurosis and sent him to a psychiatrist who refused to get to wm until 
the man had been to a clinical patnolo|^ who repented teat au Uood.exiui^aa- 
tions were normal. The patient returns to die psydiiatrist and was stlQ in can* 
faience when last heard cf." 

Dr. jehn P. Peters, loe. cd.. Part 2, p. 984. 
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great gap between the potentialities and accomplishments of medi- 
cine. 

There will be freedom of choice, for both doctor and patient. 

. . . There will be no interference between normal relationship be- 
tween doctor and patient. Every person insured under the act will have 
the absolute ri^t, within the framework, of choice, subject to the right 
of the physician to refuse to accept the patient, and the patient to choose 
the doctor who may treat him.^ 

Some restrictions will have to be placed on the number of patients 
a doctor can treat under the plan. But those restrictions will mot be 
serious or severe and will serve to protect both doctor and patient 
rather than restrict them. It was pointed out that under the present 
system there is not a great deal of freedom of choice. People Wth 
low incomes are definitely and severely restricted in that respect. 
‘There is far less freedom of choice today than many people realize. 
Our rtural and small town people have little choice.” 

The relationship between doctor and patient should, if anything, 
be improved. Freedom of choice on both sides will help. Further- 
more, no fee enters into the relationship, which, it is said, should 
make for a freer and easier intercourse. The family physician 9 an 
still be the family physician. But on this score, a bit of interesting 
testimony was introduced. Miss Helen Hall, Director of the Henry 
Street Settlement, said that a first-hand study made in 1938 by the 
National Federation of Settlements in 23 cities located in 16 states 
showed that two-thirds of those interviewed had no family physi- 
cian.®* 

Against this should be set the findings of the National Opinion 
Research Center, University of Denver, and of the Opinion Research 
Corporation, that 77 percent of families of three or less and about 
82 percent of families of four or more, have regular family physi- 
dans. In “settlement” areas, one would expec^t few persons to have 
famify physicians. 

A doctor’s opportunity to practice in a community where he would 
like to live and to raise his family would be~greatly increased by a 

» Ibid., Part 2, p. 986. 

so Mr. Leo J. Linder, National Lawyers Guild, loc. cit.. Part 1, p. 259. 

*1 Dr. Alice Hamilton, loc. dt.. Part 2, p. 974. See also Dr. Frederick D. 
Mott, chief medical ofiScer, Farm Security Administration, Part 3, pp. 1179- 
1181. 

ss Lee. eft.. Part 1, p. 321. 
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healtii insurance system. Many of tbe smaller cRies and rural areas 
would have the necessary medical facilities, and the income pob* 
lem would be solved. Thus existing obstacles would be removed. 

Doctors will be better able to increase their skill and knowledge 
under a national system of medical care insurance. Not only will (hey 
have more time for each case and be able to use consultants, but 
povision will be made for them to take refresher courses from time 
to time. Furthermore, special provision will be made for basic re- 
search that will advance the science and art of medicine. 

Finally, and not least in importance, the professions finanHal 
condition will be improved. Income will be more adequate. “Widi 
the increase in the cost of medical care, the charity tradition is 
placing an impossible burden on physicians.” A compulsory na- 
tional insurance system will do away with that burden. Income will 
be more stable and will be received more regularly and promptly. 

Voluntary Insurance Inadequate. It is argued that a voluntary 
system cannot possibly provide a satisfactory solution to the prob- 
lem, and for many reasons. 

For in the first place, it will be impossible ever to get anywhere 
near complete coverage in a voluntary system. No voluntary move- 
ment in any country has ever yet approached complete coverage. 
Many people are unable to pay the necessary premiums, and many 
who are able to pay simply will not do it. Membership in existing 
voluntary prepayment medical care plans in the United States in- 
cludes only about 5 percent of the civilian population despite die 
intense promotion that has been put into the movement, and (hoe 
is no good reason to believe that it will ever approach 50 percent. 
Membership restrictions are imposed in order to avoid adverse rides, 
and sometimes to exclude high-income groups. Sometimes member- 
ship restrictions are imposed in the interest of effective and econom- 
icid administration. 

Furthermore, benefits are usually severely limited in voluntary 
plans. Certain services, such as dental and eye care, are generally 
npt given, while others are supplied only in limited quantities. This 
is done pardy to keep premiums down, partly to facilitate adminis- 
tration, and pardy because specialists hesitate to indude their lucra- 
tive ddlls in a common pool. Services in voluntary plans tend to be 
related direedy to die average per capita wealdt of the areas in 

*« Dr. Allan M. Butler, he. cti.. Part 1, p. 413. 
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tvlikii are estaUidiwd. Rural plans graierally provide ertremd^ 
limited benefits, largely because of die relative^ low incomes of 
formers, but partly because more adequate facilities are not avail- 
able. 

Voltmtary plans ate entirely too costly, and necessarily so by their 
very nature. Th^ must be promoted, which is an expensive opera- 
tion, and the promotion must be continuous. Fear many who are in? 
duced to join in the beginning drop out and must again be lured 
into the plan, or into another. The turnover in membership is great 
Administrative costs are high, and here again necessarily so. Afany 
small units require considerable personnel, and there is much ^over- 
lapping and duplication. 

Nor are contributions related to ability to pay, as they must be if 
income su£Scient to provide reasonably adequate benefits is to be 
secured, and as they would be in a compulsory national system, ihis 
argument is frequently found in the same list with the argument 
that many voluntary plans are unfair because they permit doctors to 
charge extra fees from those who can afiFord to pay. There is an obvi- 
ous inconsistency between the two. 

Volcmtary plans, it is argued, are not democratic. They do not 
reac^ the lowest-income groups, which are the ones who need pro- 
tection most Furthermore, they do not usually give consumers any 
voico in the management of the plans. Plans sponsored by die 
American Medical Association and Blue Cross hospitalization plans 
qionsored by hospitals are examples. These are in general producer- 
cxmtrolled. The consumers have nothing to say about how the plans 
are to be organized or operated. 

And fina%, voluntary plans are not suited to our incareasingly 
migrateny population. It is true that something is being done to 
provide for transfer of membership from one plan to another. But in 
a ^stem of voluntary insurance, die problems are much more cium- 
bersome than they would be in a compulsory system, and effective 
arrai^ements will at best be cximplicated and expensive. 

The greatest value of volimtary plans, it Im been said, is the ex- 
•pesimoe that th^ have given us. That experience shows conclusively 
that a national compulsory system is the only way in which oompte- 
hmsive and adequate mescal care insurance can be provided. 

Voluntary plam would not be abchshed, but would be integrated 
hito a cemprdbensive national system. IndeecI, diey would be en? 
oouragech 
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An qualified hospitals, all. qualified medica! groups or orgsudaat&ms, 
will be able to participate in the program as organizations fami^bh^ sotv^. 
ices to the insured persons who choose them; they wiU reodh^ fair pay* 
ments for the services they furnish under the bill; and th^ wiU have 
enlarged opportunities to be service agencies for particular groups or for 
their communities. This applies to service organizations created by trade 
unions, consumer groups, employers, non-profit community groups, 
churches, fraternal associations, groups of doctors, medical societies, or 
many other kinds of sponsors, or groups of sponsors. The bill not only 
provides for utilizing existing service organizations but it also encourages 
the creation of new ones. 

Medical service groups . . . furnishing service under the system 
would be as free as they are today to select their own staffs and their own 
methods of paying physicians and others on their staffs, irrespective of the 
method of payment which prevailed among the individually practidng 
physicians or dentists of the local area.^^ 

Compulsory Plan is in American Tradition* Many are con- 
vinced that a compulsory medical care plan is strictly in harmony 
with American traditions, as the following quotations will show: 

We are nearing the realization of an old American dream— the dream 
of equality of opportunity for everyone to obtain good medical care.^^ 

It is somewhat analogous to the change that was made in the support 
of education upward of a century ago.^^ 

There is nothing foreign to our system of government in the provision 
of medical care for the people of our country by an insurance system. It is 
no more foreign to our system of government than is the system of old-age 
security and unemployment insurance. In fact, one of the very first health 
insurance systems introduced in the modem world was established in the 
United States in 1798 when Congress enacted the health insurance system 
for merchant seamen. With some variation, this has existed for nearty ISO 
years.^^ 

I think that we are a social nation, and as far as this proposal hemg a 
socialistic one, it cannot be more than democracy in its hi^st essence 
because this program cannot be inaugurated without the consent and 
support of the American people. If democracy means socialism, I accept 
the soft impeachment.^^ 

If these charges (of radicalism) are tme, why is it that sudi eminent 
busmessmen as Gerard Swope of the General Electric Co., David SamcrfSF 

^ Senator Robert F. Wagner, loc. cU., Part 1, p. 55. 

^ Dr, Franz Goldman, he, dt.. Part 2, p. 614. 

^ Dr. J. W, Mountin, loc, cH,, Part 1, p. 155. 

Leo J. l^der, National Lawym GuiU, loc, cU,, Part 1, p, 274. 

Watson B. Miller, federal security administrator, loc, eit., Plut 1, 181. 
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of RCA, and a number of ofher businessmen, bankers, publishers, and iiH 
dividual doctors and dentists have endmsed compukory health insurance 
as “a thoroughly American plan, consistent with our tradition of using 
Government to aid the people in doing things for themselves?” 

Some went even further than to say that compulsory national 
healdi insurance is strictly in the American tradition and argued that 
Ae establishment of some such system will safeguard our capitalistic 
democracy. 

In answer to the question wheAer socialism or communism would 
be stimulated by Ae passage of the bill, one witness said: “Oh, I 
think just the opposite. The cause of communism in a country, or 
socialism eiAer, I think is widespread poverty among people, and 
if we can prevent some of that poverty we to Aat extent fight com- 
munism.” ®® \ 

William Green, president of Ae American Federation of mbor, 
said that “enactment of legislation of Ais kind will do more to main- 
tain and establish our free enterprise system in America than any- 
Aing I can think of.” 

National System Preferable. There are many advantages in 
having a national system raAer than separate systems in Ae Afferent 
states. This would be true even if Ae Federal government were to 
specify minimum basic standards for approval of state acts. 

A national system would certainly Astribute personnel and fa- 
cilities more uniformly throughout Ae country, among and within 
states, and Ae medical profession agrees that a more uniform As- 
tribution is needed. There probably would be more facilities and 
Aey would probably be utilized more fully. It would greatly facili- 
tate Ae handling of our increasingly mobile industrial population, 
boA in regard to collection of taxes and the provision of meAcal 
services. Administration should be more economical, wiA less dupli- 
cation of efforts, fewer records and reports, and on Ae whole more 
efficient personnel. 

Basic minimum standards of adequacy can be secured in a system 
of state acts, but only if Aere is a national act which specifies Aose 
Twinimiim standards. Experience wiA statenmemployment compen- 

^ John D. Dingell, Representative in Congress from Michigan, loc. cU., Part 
1, p. 84. 

><*The Rev. R. A. McGowan, director. Department dE Social Acticm, 
National Catholic Welfare Omference, loc. eft.. Part 3, p. 1672. 
ijcc. dt. Part 1, pp. 484-485. 
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sation acts seems to indicate that a national ^stem will be better 
suited to achieve a basic minimum level for the country as a whole. 
A national system could also eliminate the competitive disadvantage 
that a state with higher standards might suffer. It might be noted, 
in connection with this argument, that any such disadvantage would 
appear to be of little real importance. There is, for example, little 
evidence that more liberal workmen’s compensation and unemploy- 
ment compensation laws have damaged states having them or that 
the less liberal laws have been advantageous where they exist. 

Senator Claude Pepper summed up these and other advantages 
as follows: 

To cover everyone, the adverse, as well as the good, risks, the young 
and the old, the sick and the well, the rural and the city dwellers, the low 
and the high-income groups, the poor and the rich areas, all this takes a 
mechanism as representative and all-inclusive as the Federal Government 
Some people will not protect themselves voluntarily even if they are able 
to do so; others will be able to afford to do so only under a national plan. 
A national solution by spreading the risk among the whole population, 
and by equalizing costs between income groups and areas, will enable all 
the people to protect themselves at a cost they can afford.®^ 

Others spoke in the same general vein: 

On a nation-wide basis, the cost of medical care would be related to 
ability to pay, and services would be provided in accordance with health 
needs. Administrative costs would be lower; payments for professional 
services would be more ample. There would be equitable spreading of 
funds between areas of varying wealth. Rural sections, with their generally 
lower-income levels and their greater medical care needs, would be par- 
ticularly benefited. The scope of health services would be considerably 
broader and the quality more imiformly high. 

Passage of a national health bill would not, of course, create adequate 
medical care for all persons overnight. It would, however, make immedi- 
ately accessible to all insured persons the medical personnel and facilities 
at hand in their communities. More important, the medical services fur- 
nished an individual would be determined by his need of them and not 
by his bank balance. 

Moreover such a program would go a long way to encourage a better 
distribution of physicians and dentists around the Nation. Existing institu- 
tions as well as institutions to be built under the proposed national hospital 
construction program would be assured of proper financial maintenance. 

Report of the Senate Suh-Committee on Wartime Heahh and EductOkm, 
Health Insurance, quoted in loc. cit,. Part 1, pp. 112-113. 
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Medical and allied pmozmel would no longer have to concentrate In 
larger cities to make a living, and the people of our great rural districta 
would beccmie supplied with their fair share of doctors and other health 
workers.*^ 

ARGUMENTS AGAINST COMPULSORY INSURANCE 

There was no lack of argument against compulsory health insur* 
ance. Most of the opposition came from the organized medical pro- 
fession, especially from the American Medical Association, its 
component parts, and what was called its “satellite,” the National 
Physician s Committee, from the Association of American Physicians 
and Surgeons, the American Academy of Pediatrics, the American 
Dental Association, and others. The American Hospital Association, 
the American Protestant Hospital Federation, and the Catholic Hos- 
pital Association added their weight against the bill. The American 
Bar Association appeared in opposition. The National Association of 
Manufacturers, the Committee for Constitutional Government, the 
America First Party, and the Insurance Economics Society of Amer- 
ica were all represented in opposition. The Fraternal Order of Eagles, 
well known for its efforts to promote old-age assistance laws in earlier 
days, registered its protest against compulsion. Three farm organiza- 
tions were opposed to compulsory insurance— the Grange, the Amer- 
ican Farm Bureau Federation, and the Farm Foundation. Not all of 
diese appeared before the Senate Committee. Many other organiza- 
tions and individuals went on record against any form of compul- 
sion. The main burden of their argument was that a compulsory 
system is not necessary and that it is not in harmony with American 
ideals and institutions. 

Hie Need. No one argued that adequate medical care is now 
available to all who need it, but the extent of the need was played 
down by eulogizing the progress that has been made. 

The nation’s health is not grave, since the United States now has the 
lowest sickness and death rates of any large nation in the world. ... A 
{^ot study made tinder the auspices of the Selective Service System dur- 
ing the war at the request of President Franklin Delano Roosevelt failed 
to show that the application at Government expense of everything diat 
scientific medicine had to offer yielded a sufficient number c£ corrected 
defects to make the project woi^ while. . . . The actual figures show 
Dn J. W. Mountin, ioc. ctt.. Part i, pp. 143-144. 
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that the ajsaount of time lost from wodc by abseotedsm 4iie to lEhma la 
groatm in every for^gn country in which a compulsory {sijiglcn es s insmranoe 
system jurevaUs than it is in the United States. . - « Our princilpai prob- 
lems in medical care are the control of certain diseases in certain segments 
of the population. Improvement applied specifically to the problems In 
these diseases and addressed to these segments of our population would 
bring about a vast general improvement in sickness and death rates for 
the Nation as a whole.^^ 

Literally billions of dollars have been donated by churches, philan- 
thropic organizations, public-spirited citizens, and various community 
groups to build hospitals to provide care for the people of this Nation. 
Benjamin Franklin was one of the trustees of the first voluntary, nonprofit 
hospital in the United States, and the hospital he helped to found is still 
in operation as a moniunent to the civic interest of thfg great American 
genius.^^ Since that time, outstanding citizens in every section of the coun- 
try have been members of boards of trustees of hospitals in their local 
communities, in recognition of the importance of the hospital to the people 
of the area. These tens of thousands of trustees are the representatives of 
the general public organized to supervise the policies of the hospital witih 
respect to the needs of the individual community, and to see that the insti- 
tution renders its fullest measure of service to its citizens. Representatives 
of our various church groups have fulfilled a similar purpose in operating 
hospitals in areas where they are needed. 

Within the waUs of hospitals in every part of the Nation, thousands of 
physicians, nurses, hospital administrators, and other personnel have in- 
dividually and collectively contributed to the development of a system of 
hospital and medical care which draws very little criticism except that 
there is not enough of it. The strength of this system is that it has grown 
and is continuing to grow according to the needs of the people it has 
served. It is rooted in many soils, and has developed along various lines. 
Today's health care system is a living, growing organism which is in- 
stantly adaptable to the latest scientific discoveries, or to the needs of the 
community, or to the individual patient. 

We are keenly aware of the fact that the amazing development of hos- 
pital services over the past two generations has been the result of those 
incentives which are found only in a free and independent professional 
group devoting their whole attention and interest to their efforts to be of 
service to society. 

Dr. R. L. Sensenich, chairman of the Board of Trustees, American Med- 
ical Association, he. cit. Part 2, pp. 557-559. 

**^The witness did not quote the following passage from Franklin's auto- 
biography: 'T do not remmber any of my political manoeuvers, die success of 
whi^ gave me at the time more pleasure, or wherein, after tanking of It, I 
more easily excus'd myself for having made some use of cunning." 
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If the control of tihe funds of a compulsory health insurance system be 
plaoed in the hands of the Federal Government, the continuing growth of 
our present system which has brought such progress will be seriously 
affected, because, administratively the Federal Government will have to 
adhere to a single pattern of providing care.^® 

It was argued that now have the best national health in any 
country in the world. Why interfere with this situation?” It was 
also argued that "'the major portion by far of the American popula- 
tion, and I mean the population of the United States, have had 
sufficient funds to get good medical care. . . The number of 
people ‘who have not had medical care because they negleked the 
case, or because they feared the expense” wa.s found by one obctor to 
have been negligible in his experience.®® Another found tMt the 
“economic need for spreading the cost of medical care is rapidly 
being taken care of” through voluntary plans.*® It was gei^erally 
admitted that some are too poor to pay, but it was insisted that most 
of the poor get good treatment as charity patients or at very low fees. 

Not a Natural Extension of Social Insurance. Admitting that 
some types of protection are useful and desirable, one witness argued 
that a compulsory system of medical care insurance at that time 
would be contrary to the moral law. 

It is man’s duty to take care of his health and of the health of those who 
are dependent upon him and that duty is binding upon him by virtue of 
the natural law which obligates every reasonable and rational human being 
and which exercises compulsion over man within the full limits of his 
financial and physical capacity, to obey it. . . . The compulsion in this 
obligation . . • still leaves the individual free in the full enjoyment of a 
vast freedom because the obligation is not specific with reference to this 
or that method of living up to my obligation. . . . Man is not obliged to 
dhoose one method rather than another of safeguarding his health. * . . 
We recognize the compulsion of the obligation but we deplore the com- 
pulsion as to the metlu^ of complying with that obligation. 

We caimot create an intelligent and enlightened and a responsible dti- 
zenry unless we entrust duties and obligations to that dtizemy* ... If 

^^John H. Hayes, president-elect of the American Hospital Assodation, 
loc. dt.. Part 3, pp. 1690-1691. 

Dr. John W. Green, loc. dt.. Part 1, p. 541. 

Dr R. L. S^isenich, loc. cit.. Part 2, p. 563. 

^ Ibid., 585. 

Dr. George L. C^anington, chairman, Medical Society d North C a r o l i n a 
Committee, loc. dt.. Part 2, p. 620. 
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society could not create and could not maintain the processes by which 
the human being can meet this obligation of his health care, then the 
Government wotdd have to give aid to society and ultimately to the indi- 
vidual so that society might meet this obligation. ... Is it apparent that 
the system of private initiative in medicine has so completely failed as to 
justify this extreme compulsion? . . Can society reafiiy create or main- 
tain the processes necessary for safeguarding the health of the Nation? If 
our question pertains to- American society, my answer is unhesitatingly 
and unqualifiedly an emphatic “Yes.** If we can achieve our purpose 
through the encouragement of voluntary initiative, we shall safeguard the 
dignity of the individual as that of a person who is intellectually and emo- 
tionally competent to make his own choice concerning the manner in 
which he obeys the natural law to which he is subject.^^ 

Economically Unsound. Opponents did not miss the oppor- 
tunity oflfered by the uncertainty as to how much a comprehensive 
compulsory system would cost. They argued that the cost would be 
excessive. 

Administration of this compulsory insurance and socialized medicine 
plan would be exorbitantly expensive and a back-breaking tax burden 
for already overburdened American taxpayers.^^ 

When compulsory health insurance was proposed in California . • . no 
one appeared with any sound idea as to its cost. The guesses varied be- 
tween $20 per person per year and $80 per person per year. Most thou^t 
that $40 was a fair figure. ... At $40 per person per year, the program 
would cost $4,000,000,000, and no one really knows whether this amount 
would sufiSce. Experience elsewhere indicates that there is needed at least 
one employee (not including those actually delivering medical service) 
for each 100 insured persons. ... On this basis we would need to in- 
crease the Government payroll by about 1,500,000 employees. . . . This 
is a rich country, but no wealth is unlimited.**® 

If an adequate staflF and organization were provided, it would mean an 
army of Government employees. Under our “spoils system,** such an ex- 
pansion in the number of Federal employees could mean patronage- 
patronage for whatever political party was in power, patronage beyond 
anything dreamed of in the past, pa^onage down into every local com- 
munity in the United States.^** 

^^The Rev. Alphonse H. Schwitalia, president of the Catholic Hospitsd 
Association, loc. cit,. Part 3, pp. 1793-1796. 

Dr. Harold T. Low, president, American Association of Physidtuis and 
Surgeons, loc, cit.. Part 2, p. 798. 

^®Ih. Lowell S. Goin, loc. cH,, Part 2, pp. 026-627. 

Fred Bailey, legislative counsel, The National Grange, Inc., loc* dt*. 
Part 8, p. 1642, 
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We axe furtlier opposed to t^s li^slatioit becaniae ft hu been ow «gE> 
perience that Govmun^ in the field of healdi is seldmi able to cootAd 
its ooBts of service, and on die other hand is likdy to promise greater 
benefits than funds will permit. Between a steadily rising cost of benefits, 
and an increasing demand tar taoxe of such benefits, the Government 
would soon begin to operate uncbr tremendous financial pressure. . . . 
Certainly this may become one of the most ei^ensive programs die Fed* 
aal Government has ever undertaken. . . 

Furthermore, it was argued that such a system would impose an 
unfair tax burden on the higher-income groups, who would called 
upon to defray a part of die medical cost of the lower-incomei groups. 
Many of the people in higher-income groups would in addition use 
doctors not worl^g under the system and would consequenuy pay 
"double.” The lowest-income groups could not be included, bUiause 
they do not have income enough to pay the necessary premiuW. 

Vcdnutary Plans Preferable. Recently there has been a rapid 
growth in voluntary prepayment medical (»re plans. The American 
Medical Association, reversing its traditional position, has been 
aggressively promoting the movement, although it is probable that 
at the moment the medical profession is merely choosing it as the 
lesser of two evils. Nearly all organizations and individuals opposed 
to compulsory health insurance believe that voluntary plans in 
time do the job and do it better, as the following quotations show. 

(We) are the best insured Nation in the world horn the point of view 
of life insurance, and strictly on a voluntary basis. There is no reason to 
believe diat American initiative applied to the development of voluntary 
prepayment medical care plans could not bring about an equally favorabto 
result with medical care insurance.^ . 

If it be argued diat no voluntary plan completely meets the need, I 
reply diat that is true, but that evolution is not a rapid process and that in 
a field in whidi there is little or no experience, haste must be made slowly. 
Th^ plans, which already include a very large number of persons, are in 
accord with our traditional emphasis on personal responsibiUty, prudence, 
fmesight, and dnift. They have an American digni^ which is lacking in 
fihe regimentation of compulsory health insurance. They can be and axe 
more economically administered, they can and do give better medical 
cere, and they will be and are supported by thousands of physicians vho 

Tdm H. Hayes, loc. cU., Part 3, pp. 1601-1682. 

^Or. R. L. Soisenkh, loc, ctt.. Fart 2, p. 558. 
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MS Witoty wod tOM&BraU^ opposed to GkiveoOiiooDEt^oQidiiQiMi 
due.** 

Hiese vduntary {dans ke^ faith with die draaooiatic {winc^ihw of our 
American f onn of government as wdl as presnrving the American syghem 
of ^ivate practice of mediciiw, which is essential to die welfore of pa« 
tients-^die American public. 

We urge diat the Fedoal Government give support and encouragement 
to these voluntary plans, whidi if givmi time, furnish die objectives 
of this bill without jeopardizing the system of medical care, vidiich has 
made diis Nation foremost in h^th, and without compulsion and regt* 
mentation.^ 

Voluntary plans, it was said, are meeting different needs in differ- 
ent localities and of different groups. A compulsory ^rstem will pre- 
vent necessary experiments with state and local plans and will thus 
interfere with sound developments. 

Do Other Things First. There are many things that need to be 
done to improve medical care for the people, and it was argued diat 
those things should be done before compulsory health insurance is 
under^en. 

If Government is sincerely interested in the health of the citizen, 
should it not suppress patent-medidne advertising? Why should it not 
regulate the cults, and require that all who wish to practice the healing 
arts pass the same tests? Why should it not control radio publicity of 
nostrums, vitamins, and the like? This current legislation is attacking only 
a small segment of the health problem, and even if it were to accon^lidi 
all diat its proponents claim, it still would not solve our health {sroblems.^ 

Political Medidne and Socialization. On the political aspects 
of health insurance, there was engendered more heat dian 
especially by representatives of the American Medicd Association, 
ably assisted by representatives of the Ammican Bar Association. 

No one will ever convince the physicians of dm United States that dm 
Wa^aer-Murray-Dingell bill is not socialized medicine. By this measiae 
the medical profession and the sick whom they treat will be direcdy ucder 
political control. By this measure the ^reat system of private hoqttt^ 
and community hospitals that have grown up in our country will ^pend 

Dr. LowdI S. Coin, loo. ctt.. Fart 2, pp. 623, 627. 

^ Dr. Haidd T. Low, Uk. dt.. Fart 2, pp. 766, 803. 

^ Ardiur Lewis Mflkr, Representative in Congress fitmn Ndnadca, loe. 

Part 3, pp. I850-U5L 
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for their contmued op^adcm on die funds paid to them by a Federal 
Government agency. By this measure the philwthropic efforts for the care 
of the sick, which have been the pride of our Nation, will forever be de- 
terred. Through this measure competent young men who would enter 
the medical profession will be forced to seek other fields of action still re- 
maining under our democracy which still permits the exercise of individual 
initiative and freedom of thought and action. By this measure doctors in 
America would become clock watchers and slaves of the system. Now, if 
ever, those who believe in the American democracy must make their belief 
known to their representatives, so that the attempt to enslave medicine as 
first among the professions, industries and trades to be socialized wiU meet 
the ignominious defeat it deserves.^ I 

Samuel Gompers, whose views on the subject are no longez held 
by organized labor, was quoted es follows: \ 

The introduction of compulsory social insurance in cases of Sickness, or 
compulsory social insurance in cases of unemployment, means that the 
workers must be subject to examinations, investigations, regulations and 
limitations. Their activities must be regulated in accordance with the 
standards set by governmental agencies. To that we shall not stand idly 
by and give our assent.®^ 

An extreme stand was taken by Mr. Fred Bailey, legislative coun- 
sel for the National Grange. He said: “Compulsory medical insur- 
ance is as un-American as the Gestapo.”®^ 

Reduction in the Standard of Medical Care. Representatives 
of the organized medical profession generally believe that compul- 
sory health insurance will actually lower the standard of medical 
care available to the people. Government administration would in- 
evitably be incompetent, ineflScient, bureaucratic, and political. It 
was said that: 


Doctors agreeing to participate in this compulsory, socialized medical 
system would be subject to the dictates, rules, regulations, and red tape 
imposed upon them by bureaucratic control. They would constantly be at 
the m^cy of lay control, political appointees, subject to the complaints of 
disgruntled patients as well as persistent demands from malingerers seek- 
ing certification of illness. Doctors, like all people, are human, mortal and 
and under the contmued high pressure of patients, who would want 
their tax money’s worth whether sick or not, and the depressing influence 


®o From an editorial in the Journal of the American Medical Association, 
December 1, 1945, quoted in loc. cU., Part 2, p. 552. 

®^ Loo. Part 2, p. 867. 
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of directives, thi^ would lose all initiative, and widi die incentive laddng, 
become mere cogs in the system of socialized medicine* Deterioration ci 
medical care would be the inevitable result.^ 

Under compulsory insurance • . . there is a tendency on the part of 
too many people to “enjoy” a long illness; to run to a physician with every 
small or imaginary illness. Some physicians, with fees based on the num- 
ber of calls, or patients seen, would yield to temptation to profiteer, both 
at the public expense and at the expense of other patients, who mi^t 
have a more legitimate claim on their time.^^ 

I think it quite interesting to note that compulsory health insurance 
has been in effect in San Francisco for some years as regards the municipal 
employees. The insured are served by the same physicians and in the 
same hospitals as are noninsured persons. In spite of the fact that no finan- 
cial barrier exists between an insured person and a physician, the inci- 
dence of ruptured appendix is higher among the insured than among the 
noninsured. In this instance, at least, the removal of the financial barrier, 
so abhorred of the social planner, did not seem to benefit the insured 
public.®® 

Many references were made to European experience with com- 
pulsory health insurance. Dr. Nathan Sinai, who favored compulsory 
health insurance, pointed out in his book The Way of Health Insur^ 
ance, that “contrary to predictions, the most startling thing about 
the vital statistics for insurance countries is the steady and fairly 
rapid rate of increase in the number of days the average person is 
sick annually, and the continuously increasing duration of sickness.** 
The average number of days sickness among insured persons is said 
to have practically doubled in Germany and Britain since the installa- 
tion of health insurance.®® Speaking of the English system, one doc- 
tor said; 

There is a fundamental human inclination to demand everything that 
they are entitled to whether they need it or not. The result is again over- 
crowding, superficial examinations, erroneous snap diagnoses, uxmecessary 
and incorrect treatment, lack of personal interest and from continually 
repeated habit, a lowered standard of medical care which is frankly ad- 
mitted by many. And what is more ominous for the future, the press df 

®® Offered as evidence was the breakdown of medical care for veterans in 
the previous war, which almost resulted in a national scandal. Dr. Harold T. IjOW, 
be. cit. Part 2, p. 802. See also Dr. Maiy B. Spahr, ""A Doctor Lodks at State 
Medicine,” Saturday Evening Post, July 21, 1945, pp. 14-15. 

84 pred Bailey, loc. cit*. Part 2, p. 1643. 

88 Dr. Lowell S. Coin, loc. cit., Part 2, p. 626. 

88 Loc. dt.. Part 2, p. 626. 
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wodc toIm tibe idtyilciaii of bis requiied studjr, xon^g and to 

that instead of inqpnn^g efficiency by o^ecienoe, diere is a constant 
deterioration of his abffity, and vriiat is of basic importance, a growing 
dismdjpation to be concerned witib his patimt’s wdfaie.BT 

This diabdical scheme of increased gandeur to the ^eat and further 
a}^ectominslave] 7 tothedave 8 ,wasfirstsetupbyBiraaarchinl 888 . . . . 
Tito same plan of social security was adopted in 1893. Up to t^t tinre 
Germany and Austria were die Meccas for us all, as they M the world in 
medical progress and sdence; but under such regimentation and at* 
tempted direction of drought and throttling of ambition to the dblivkin 
of imagination, these countries year by year lost their hi^ positions in 
the world d science and progress.*^ I 

Another member of the medical profession had sometbingvo say 
about preventive medicine. \ 

Too much ocmfidence is placed in prevmitive medicine; too V^^cb 
earnest belief that periodic health examinations will prevent disease, and 
ail the legislation evidences a complete failure to understand diat preven* 
tive medicine has not yet attained the goals wished foT.^* 

Medicine needs the best young men and women for training in the 
healing arts and if a compulsory service is provided these persons will not 
be attracted to medicine because of the lack of opportunity to attain emi- 
nence and affluence in the profession.^ I 

Penonal Relationslups. A great deal was said about the effect 
of compulsory insurance on the personal relationship between doc- 
tor and patient. Much of it was superficial, penetrating no deeper 
than to Ae “friendly” interest involved. But some of it touched on 
important matters. 

It would seem to me that at ever so many steps in the contact hetween 
patient and physidan, there would be injected into the patient-physidan 
xebtkmship, extraneous considerations of the most diverse ktods. The 
[hysician would be eq>ected to make repents to his government; to main- 
tain records quite diffment from the case histories which he now mainrafauL 
and wbidr would be prescribed for him; he would lose a great deal of 
contact with his patients throu^ the fact that he reodves a st^mhitod 
sura from Goveciunent sources. Since he is being paid on a service baafr 
atsd on the basis of a fee schedule, he wendd be bound to lose die proper 

. n Ite. Walter V. Kmnedy, be. oit.. Part 2, p. 706. 

Dr. Charles Scott VeoaUe, “Socialized Medidne ffiisll Not Pass,” Tmat 
State Jounul of Medicine, June 1944, pp, ^-52. 

t^iwell S. Coin, be. dt.. Parts, p. 627. . 
w Dit. jehn W. Green, be. ctt., 1, pp. 541-448. 
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jtttttude toward prales^kmal nnraneraiicm wlik& ia ai^ true o mwapt of 
medioal care ia regarded oaly as a tderai payment and not in any soiae as 
a wage or salary or stipend l^t onfy as an honorarium. Afl of tiiese oonso- 
quenoes would be found to follow as I see it and from all of them, there 
would also necessarily be bound to result a deterioration in the duucaeter 
ai medical practice. There would almost of necessity be a oommerdaliza* 
tion and the material outiook upon practice which would thus be fostered 
mi^t actualty result in serious consequences to the whok (xmoept of 
medical care for American people.*^ 

The personal relationships of friendliness, genuine interest, codperatkm, 
and mutual liking and respect are important and contribute immeasurably 
to good medical care, but they are of very minor importance as compared 
with the “fiduciary” relationship, which the courts for cetduries have 
recognized as the central fact in tiie doctor-patimit relationship, and which 
is negated by almost every {urovision regar^g medical care.^ 

It was pointed out that a doctor accepting a patient’s “trust” in him 
acts in the patient’s behalf in treating him. The implied agremnent 
has common>law recognition, and statutory recognition in some 
states. Violation of that trust is malpractice and subjects a doctm to 
liabilities for damages.^ 

Freedom of choice, it was argued, would be practically nonexist- 
ent, for either patient or doctor. And the argument was pressed 
vigorously. 

Fnqxments of this bill have made the statement that free choice is pro- 
vided in the measure. This is not true. It is limited free dioice with all 
of d>e destructive eventualities this limitation could impose. 

It is free choice only of the doctors who are willing to serve under this 
scheme, which in their opinion, would result in die deterioration of the 
quality of medical care administered. . . . 

It is not free choice because the bill provides that the Surgeon Genocal 
can hmit the numb«r of patients that a physician may see, and he is per- 
mitted to provide other physicians when, in his opinicm, too many patients 
select the same plqrtician. 

The Rev. Alphonse H. Schwitalia, loo, ctt.. Part 3, p. 1797. Hie eancutive 
secretary oS dw National Wholesale Elruggists’ Association is reported to hstve 
said: “Fifteen years ago only twenty-five percent of prescripticms were for mahtH 
factored specialties. Latest figures from a private survey of more dian 13,000 
prescriptions in sixty-seven l^cal drug stores in the Mid-west indtaata this 
pereentage had increased to percent.” A. F. news item, JCmsav Tima^ 
Fchruaw SO, 1947. 

** Dr. nederic B. Ezner, loo. ctt.. Fart 2, p. 814. 

«lhti,p.81S. 
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Further, it is not free choice unless the physician is willing to work 
under the plan of payment of services, which plan and amount of rmu- 
neration are set by the Governments^ 

We will take a community where there are five doctors who go into this 
governmental plan. There are 5000 people in the community, who would 
come under the plan. The most popular of those five doctors would be 
rather promptly selected by many of the people in that group. Suppose 
diat drey would select the doctor to the extent of the maximum number 
of potential beneficiaries prescribed by the Surgeon General. Then sup- 
pose you or I, living in that community, should come to that particular 
physician and desire treatment from him. He would respond d&t his 
quota was already filled. Would you not agree that in that case, whether 
it is an exceptional one or not, that in that particular illustration^ there 
would be a restriction on your choice and mine? ss 

Hie Public Does Not Want a Compulsory System. A pollWas 
taken by the Opinion Research Corporation for the National Physi- 
cians Committee in 1943.^** More than three-fourths of those polled 
believed that “something could be done to make it easier for people 
to pay for doctor and hospital care.” A poll taken in 1945 showed 
even more were of that opinion. More than half of the people polled 
admitted having experienced some hardship in meeting medical 
bills. An overwhelming majority were in favor of a prepayment sys- 
tem. 

But a majority of those polled were not in favor of a government- 
sponsored prepayment plan. Only 34 percent preferred a govem- 
mmit-sponsored plan for themselves; 39 percent preferred group 
insurance; and only 12 percent preferred a doctor-organization plan. 
Forty-two percent believed that a government plan would involve 
too much red tape and political influence, 23 percent believed that 
it would curtail their freedom to select a doctor, and 22 percent be- 
lieved that doctors would take less personal interest in their patients. 

It is true that some polls show a majority in favor of compulsory 
health insurance. But the majorities are too small to be signiflcant. 
Ihe National Opinion Research Center of the University of Denver 
made a survey in August 1944.®^ Only Sljpercent of diose with 
opinions on the subject favored compulsory health insurance bills 

Dr. Harold T. Low, loc. ctt.. Part 2, p. 797. 

Smator Forrest C. Donnell, Conunittee on Education and Labor, loc. dt.. 
Part 1, p. 481. 

«« Loc. ctt.. Part 1, pp. 72-78. 

«TIi)id.,pp. 66-69. 
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tiben under consideration. A poll taken in 1945 by the New York 
State Commission on Medical Care showed that only 51.9 percent 
preferred a government plan, and New York has a larger proportion 
of foreigners and radicals than the country as a whole.®^ 

The polls indicate that public opinion on compulsory medical care 
insurance is still in process of being formed. It would be unwise, so 
the argument ran, to take any action until that opinion has become 
crystallized. 

Divine Healing* There are approximately forty religious de- 
nominations in the United States whose members, numbering in the 
millions, believe in divine healing and who do not use medicine or 
medical treatment. They oppose compulsory health insurance on 
the grounds that it is ineffective, that it requires them to pay for 
something they do not use or believe in, that it interferes with their 
freedom of religion, and that it is totalitarian and despotic. The argu- 
ment was ably presented by Arthur J. Todd, manager, Christian 
Science Committee on Publications, and emeritus professor of So- 
ciology at Northwestern University. He said; 

If the bill would greatly improve the health of the great majority who 
rely on medical treatment, we should certainly not object to its passage. 

, . . We believe that Government medical care, combined with cash pay- 
ment during sickness, would have the same tendency here as elsewhere 
to prolong sickness, to produce an inferior quality of medical care, and to 
lead many people to seek medical service when they did not really need 
it simply because they could get it without further expense. ... If , as 
we insist, healing is an integral part of a religious faith and practice, any 
attempt to fasten upon this country a compulsory tax-supported system 
of health insurance is an interference with that freedom of religion guaran- 
teed by the Bill of Rights. It in no wise clears away this obvious illegality 
to assert . , . that nobody will be compelled to accept medical, surgicsd, 
hospital, or nursing services contemplated. . . . The requirement to pay 
taxes violates constitutional protection of religious freedom no less than 
would universal requirement to submit to compulsory medicine or hos- 
pitalization or emperor worship. . . . Christian Scientists urge you to 
beware of this latest form of a benevolent despotism which we had hoped 
our forefathers swept away a century and a half ago. . . . We come be- 
fore this committee not as opposing any system of medicine or surgery or 
health regimen. We do not desire to impose our way of thought or heaUng 
upon anybody. We believe in voluntary acceptance or rejection of po- 

®8l&ia.,pp.70-72. 
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litical, iieligious* or medical beliefs. . , . We simply adc we be per*- 
mitted to enjoy the same freedom which, as American dtizens, mxppottig^ 
the American way of life, we are trying to sustain fcnr others.^^ 

Quadkery. One argument, made by a prominent physician, was 
that a compulsory system will result in the development of medical 
“quadcs.” 

Another serious defect of socialized medicine is that it encourages 
quackery. Four years after compulsory health insurance was adopted in 
Germany there were 1713 lay practitioners, * charlatans’* and "quacks** in 
Germany, and in 1929, the last statistics I have been able to gei there 
were 12,413. Germany has been called the ‘happy hunting ground for 
quacks.** There is a belief deep-seated in the human mind that the thing 
which you can get for nothing is worth nothing. This accounts for tro fact 
that many of the members of the Krankenkasse value the services oi their 
physicians lightly and spend huge sums in running to "quacks** and in 
buying all sorts of patent medicines. . . . While studying in Hamburg I 
was told by a number of the medical men that it was a very common prac- 
tice for Krankenkasse patients to go to a panel physician principally to 
get sick benefit allowance and step right out of the office, throw away the 
prescription the doctor had given them, and go directly to the office of a 
"quack** for advice. One of the very worst features in any and every form 
of compulsory health insurance so far devised, or, as I believe, cax^ be 
devised, is that it unquestionably lowers the confidence both of the in- 
dividual and the public in the efficiency and the integrity of the medical 
profession.'^^’ 

THE AMERICAN MEDICAL ASSOCIATION 

Because it is so highly representative of the profession and be- 
cause it is almost unanimously opposed to compulsory legislation on 
prepayment medical care, something more should be said about the 
American Medical Association, its major tactics, and its official pro- 
gram. 

The American Medical Association has a membership exceeding 
125,000 and includes nearly all of the practicing physicians in the 
United States. The only o^er general professional organization of 
practicing physicians is the National M^cal Association, consisting 
ol about 4000 Negro physicians, although there are many organiza- 
tions of specialists. I^ere is little dodbt that official policies and 

s® I4c. dt,, Part 4, pp, 1916-1919. 

Edvmd H. Ocmsner, he, cU,, Part 4, p. 2161. 
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<he views of a substantial majority of tbe medical piofesskm in 
United States 


Neidier the American Medical Association nor its con^tonent paris 
were much interested in pr^ayment medical cue plans until <|uite 
recently. For many years the profession generally ba» beea eidiar 
lukewarm or hostile to any kind of prepayment plan. 

In 1919 a committee of the Association issued statements favorable 
to compulsory health insurance. But in 1920 the House of Delegates 
came out in opposition. In 1932, a minority report of die Committee 
mi the Costs of Medical Care, the minority consisting mainly 
representatives of die A.M.A., was opposed to both voluntary and 
compulsoiy insurance, but said that if they had to choose between 
the two they would choose compulsory insurance. The House ci 
Delegates approved the minority report. That should not be inter- 
preted to mean that the American Medical Association really favored 
compulsory insurance, but rather that at the time a compidsoty sys- 
tem appeared to be more logical than a voluntary one. Perhaps &e 
House of Delegates was also influenced by the thou^t that the 
American people would at that time be strongly opposed to a com- 
pulsmy ^stem and that by taking the position it did the precession 
could best stave off both systems. 

In its struggle against compulsory health insurance, die Associa- 
tion has used what may be called delaying tactics. Dr. Morris Fish- 
bein, its colorful secretary, praised '‘the delaying tactics that have 
been a feature of the policies adopted by the House of Delegates of 
the American Medical Association.” 

One method used has been to urge that voluntary plans be tried 
first, and to participate in the development of the voluntary move- 
ment Through its component parts, the state medical societies, the 
Association h^ established and operates voluntary prepayment med- 
ical care plans. Small scale experiments were carried on as far back 
ds 1^, but the movement re^y got under way about 1940 and has 
spread fairly rapidly since then. The Association's Coimdl on Med^' 


see statement by Senatw J. Howard McGradi, in United 
Senate, Hemiim Before a Subcommittee of the Commute <m Labor and FtAwi 
W^are on S. and S. 1A20, SOth Congress, 1st Sess., 1947, Fart 3, HOS- 
1535, wfaese he gives reasons far bdieving diat “die A.MA. does not mtees^ 
r^reseat die doctors of America. ...” 

Ts Quoted in Hearing on S. 1508, Fart 1, p. 8L 
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icsil Service and Public Relations, Division of Prepayment Medical 
Care Plans, encourages and assists the organization and develop- 
ment of such plans. Capitalizing on those developments, one repre- 
sentative spoke as follows: 

Recently ... the medical profession has realized the importance and 
force (of the movement for health insurance and has been) promotin|[ a 
compromise in the form of voluntary prepaid medical care under die con- 
trol of physicians. This may not be the best compromise, and may pot 
even prove satisfactory, but it represents the first step by eith^ side to- 
ward a solution of the dilemma, and I believe it should be given | a 
trial before being dismissed as unsatisfactory. In any case, the fa<k that 
the first attempt at a realistic compromise has come from the doctors 
would seem to indicate that it is easier to teach economics to doctors\ than 
to teach the facts of life regarding medical practice to economists, somolo- 
gists, and idealistic reformers.*'^ \ 

It is worth while to record here another proposal, coming from 
a staunch supporter of compulsory health insurance, that, if adopted, 
might well also have the effect of delaying the movement. 

Now what I want to stress is that the [Wagner-Murray-Dingell] bill 
makes it very clear that States should be able to qualify by presenting a 
plan containing sufficient medical and surgical personnel, and StaCtes 
should be also able to divide their territory, because it will take several 
years before some States and parts of States will be able to provide the 
necessary medical talent. It just does not exist today. You have an oppor- 
tunity to get a splendid start here by taking it in localities where they are 
able to give the service because it would be manifestly unfair to make a 
charge and not be able to give the proper kind of service. ... It will 
take a few years to build and get this thing started, but I want to start it 
right 

Another method of delaying compulsory health insurance used by 
the American Medical Association has been to play up the weak- 
nesses of foreign systems. The attack has been bitter, frequently 
vicious, and sometimes wholly unwarranted. Evidence used has 
sometimes been anything but scientific. - 

The Hcmorable John D. Dingell, co-sponsor of the Wagner-Mur- 
ray-Dingell bill, accused the American Medical Association and its 
‘‘satellite'* organization, the National Physicians Committee; of “layr 

Dr. Fredjeric B. Exner, toe. cit.. Part 2, p. 814. 

T4 FiOftiOo LaGuardia, loc. dt.. Fart 1, pp. 291-298. 
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ing down a deadly barrage of basdess propaganda for tba sole 
pvirpose of creating fear and confusion among the American people. 
The object of this campaign is to perpetuate a system which is as 
selfish as it is deficient if it is not fdtogether outmoded.” 

The American Medical Association published a pamphlet on . the 
English health insurance system. One secretary of the British Med> 
icaF Association said about that pamphlet that it “contains only a 
succession ol distorted and confused facts and a partisan selection 
of opinions. . . . Almost every page of the pamphlet provides 
matter for criticism on the score of inaccuracy or unfair presenta- 
tion.” The chairman of the Board of Trustees of the American 
Medical Association tried to pass off the criticism by saying that it 
was made by a secretary who had since died and that the new secre- 
tary of the British Medical Association “has issued a statement to 
the effect that the presently proposed expansion of compulsory sidc- 
ness insurance in England will be opposed by the medical profession, 
since the proposals would lead sooner rather than later to doctors 
becoming whole-time salaried servants of the state.’”” 

It was true that some of the new proposals were being opposed 
by the British medical profession, but the profession was not oppos- 
ing the existing general system of health insurance. The new Secre- 
tary of the British Medical Association made that dear. He wrote: 

We know that the system is by no means perfect and that it has some 
serious defects, more especially the absence of provisions for the de- 
pendents of insured persons and the exclusion of consultant and specialist 
treatment. But on the whole, and so far as it goes, it is a good scheme 
and works well, and the British doctors have a right to expect that when a 
writer takes it upon himself to describe die scheme to the profession in 
another country he will make some effort to verify his facts.” 

The British Medical Association is opposed to certain drastic fea- 
tures of the Beveridge plan and its members at one time voted 
against even entering negotiations with the Labor Government to 
part in making regulations to govern medical and allied sorw* 
ices under the new plan. However, it should be recorded that 45 

” Loc. cU., Part 1, p. 64. 

” Quoted by Senator Robert F. Wagner, loc. ctt.. Part 1, p. 66. 

” Dr. R. L. Sensenidi, loc. cU., Part 2, p. 5S7. 

” Letter ficom Dr. Charles Hill to &e American Medical Association, hi 
Jounui of the American Medical AaaockMon, vd. ISO, No. IL Maidb 1946^ 
rqpiinted in he. cU., Part 2, pp. 717-718. 
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percent of the members voted in favor of entering n^jotiariam.^ 
Later the Association derided that “diplomacy radier tha*> brute 
force was indicatecT and voted by an overwhelming majcnity to 
enter negotiations, althou^ as a body it was still opposed to dw 
proposed act as it stood.^** Subsequently, and by an over\9belming 
majority, the profession voted not to cooperate in the new plan. But 
just before the date on which the new system became effective, and 
after certain assurances had been given, the profession voted to par> 
ticipate in the program. 

A ten-point national health program of its own which it Iconsiders 
to be far better and more practicable dian any compulso^ system 
has been offered by the American Medical Association.^^ 1|lie plan 
may be outlined as follows: 

1. A minimum standard of nutrition, housing, clothing, an)^ recre- 
ation is fundamental to good health. It is the individuars primary 
responsibility to provide himself with this minimum standard. Where 
frir good reasons it is not possible for the individual to provide that 
minimum for himself, then "community effort” may be applied and 
any needed aid should be given. But community effort and govern- 
ment aid should be strictly compatible with the maintenance of free 
enterprise. 

2. Preventive medical services are also fundamental to a national 
health program. These services should be centered in health depart- 
ments headed by professional persoimel and adequately staffed and 
equipped. Federal funds or personnel may be used to establish and 
operate diese departments, but lcx»l areas must maintain control 
Health departments shcnild not care for the side, not even the med- 
ically indigmrt The poor should be treated by physicians eff their 
choice and medical and hospital costs should be paid with funds 
provided by local agencies subsidized, if necessary, foe Federal 
goverrunent. 

3. Maternal and child care should be made available to all "at a 
price that fo^ can afford to pay.” Local funds should be used if 
necessary, and Federal aid should be prodded when state and local 
funds are inadequate. But aid of fois Idnd should be administmed 
(hrcHi|^ state and local agmries. 

Associated Rtess news report, Koiims Cite Timas, DeoenAer IS, 19M. 

Ameriem Alsdicdl Asiocimisini, Manh 15, 1947, a. TST:. 

« Heori^ on S. ISOS, Part 2. pp. 
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4 Chfldr^, dmmg^boot io&ncjr, diould liave ““pco^ tAKa^^n 
indhiding scientific nutrition, inununization » gnV« t~ pttewmlai^ di^ 
ease and otii^ services induded in infant welfare.”' Thfa sHould"^ 
achieve preferably by personal contact between tbe nariher and 
the individual physician, but it may also be done tiurou^ weU^e 
stations administered locally and tax supported if necessary. 

5. Health and diagnostic centers and hospitals must be provided. 
Hiese should be supplied by local agencies such as communi^, 
church, and trade, tiiat have traditionally been responsible for tbem. 
But if local and state agencies cannot supply su^ facilities wli6a?e 
they are actually needed, then the Federal government should pro- 
vide aid, but on condition that the local community prove its ability 
to maintain them once they are established. 

6. Voluntary nonprofit pr payment plans for medical care urd 
hospitalization, such as Blue Cross and medical society plans, are ' 
essential in a national health program. But tire principles trmdical ' 
care plans should be acceptable to the American Medical Associa- 
tion’s Council on Medical Service and authoritative state medical 
associations. Private medical care plans are permissible as part of 
the evolutionary process if they “comply with State reg^tory 
statutes and meet the standards of the Council on Medical Service 
of the American Medical Association.” 

7. Medical care and hospitalization for veterans should be {nro- 
vided. The medical care should be given by physicians chosen by 
veterans and payment should be made in accordance with some plan 
mutually agreed on between the state medical scxsiety and the 
Veterans' Administration. 

8. “Research for the advancement of medical science is funda- 
mental in any national health program.” A national science founda- 
tion supported by the Federal Government is approved. 

9. Volunteer philanthropic agencaes such as the Americam Ganoar 
Society, tibe National Tuberculosis Association, The Natioiud Foun- 
datitm for Infantile Paralysis, Inc., the Commonwealth Fund, and 
ihe Roch^eller Foundation are of vast benefit in a naticmal health: 
program and they diould be encouraged to participate in such a 
program. They “are a natural ^owth of the syston d free mitec- 
prise and democrat tiiat prevail in the United States.” 

10. Health educatiim and the dissemination of health infcamudiCB 
by ac^iasitBtive ageodles are fundamental to the promciioii of puyic 
health and the alleviation of iHness. "Health e^catioa 
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considered a necessary function of all department of public health, 
medical associations, and school authorities 
The American Medical Association’s program here dutiined has 
been characterized as “a collection of pious hopes and feeble ‘gen- 
eralizations.’’ That may well be too harsh a judgment. But it does 
not seem unfair to say t^t the American Medical Association in its 
proposed national health program offers what the public already 
has in a measure and does not object to a bit more of the same, pro- 
vided that bit more conforms to its principles and standards and, 
wherever possible, is subject to its control. 


THE BROOKINGS REPORT 

. The chairman of the Senate Committee on Labor and Public Wel- 
fare requested the Brookings Institution to study the issues of com- 
pulsory health insurance. Dr. Lewis Meriam and Dr. George W. 
Bachman, aided by a committee of staff members, made the study 
and reported their conclusions and recommendations.^ The conclu- 
sions are not very different from those reached in 1932 by the Com- 
mittee on the Costs of Medical Care. Because the report still carries 
some weight in the controversy, brief summaries of the conclusions 
and recommendations will be given. 

Condnskma. It was concluded that the health of our white 
population is probably as good or better than that of whites in any 
other great nation, that the materially poorer health of nonwhites 
cannot be traced primarily or mainly to inadequate medical care, 
tiiat selective service data are unreliable as a measure of the nation’s 
healtih, that we have made greater progress in medical and sanitary 
sdence than any other country, that our medical care compares 
favorably with that cff leading European nations before the second 
World War, and that no basic defects are suggested in our system. 

Most American families are able to pay for their medical care, 
if only they are willing to give the need a high priority. There are 
medical indigents, mostly old and disabledjnen and women and 
widows or deserted women and their depraidents, who must be 
assisted and for whtnn an insurance system would do no good. Sub* 
ddses caimot solve the public health problems of poor rural areas, 

^ Andrew J. Biemiller, Congreational Record, October 25, 1945. 

, **Geme W. HanlmMin and Lewis Meriam, The Issue of Compulsory Hadth 
imsimeet0» Broddngs Institution, Washing^ 1948. 
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which shodd have new or improved economic activities hrou^ in 
or their people moved out 

Compulsory health insurance would result in much difficult gov* 
amment control over medical personnel and agencies, and it is 
doubtful that initiative and development would thereby be encour* 
aged. Defects revealed through operations would probably be reme- 
died by increasing government controls. It would be difficult to 
keep the program out of politics, and government mi^t well dam- 
age the physician-patient relationship and impair &e quality of 
medical care. Thousands of government employees would ^ needed 
to administer such a system. » 

Recommendations. It was recommended that for the present 
the Federal government leave to the states the matter of establishing 
or not establishing compulsory health insurance systems. In s(m)Q 
states, voluntary arrangements will prove to be fairly satisfactory. If* 
local experimentation with health insurance yields a pattern that 
will fit most of the country, which is not likely, national adoption 
vrfth much unanimit y will surely follow. But a pattern established 
by a small majority vote and imposed on the entire country will 
have to operate in a hostile environment. 

The national government and state governments may legitimately 
and profitably use their resources and energies in the field of 
public health, in school health education programs, in the teaching 
of preventive medicine, in providing physical health facilities and in 
training health personnel, and in “providing systematic care for tire 
indigent and the medically indigent.” 

Health depends in part upon nonmedical factors such as food, 
shelter, vice and crime, transportation, and industry, as well as upon 
the intelligent cooperation of individuals and communities. Adult 
educational campaigns for the control and prevention of disease 
should be left altogether to voluntary organizations. Such organiza- 
tions can secure Ae willing cooperation of leading laymmi in all. 
communities. 
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HOSPITAL SERVICE PLANS 


Hospitals are particularly important, and increasingly so, in any 
sdbeme or system of medical service. The number of hospitals wgis- 
tered by the American Medical Association declined front 68^ in 
1927 to 6665 in 1952, but the number of beds increased from 85^18 
to 1,541,615, while the number of admissions increased from 7,1 to,- 
976 in 1931 to 18,914,847 in 1952.^ The average daily census in 1952 
was 1,309,877 and the number of patient days was 479,231,982. 

Maternity cases treated in registered hospitals have increased 
greatly, from 708,889 in 1931 to 3,170,495 in 1952.^ The most serious 
cases of illness and injury can best be treated in hospitals. Hospitals 
are steadily becoming more important also as centers in which ad- 
vanced diagnostic equipment and services are concentrated, and it 
is becoming more and more commcm to hospitalize doubtful cases 
for purposes of observation. Furthermore, hospitals are being used 
to an increasing extent as research and teaching institutions. It has 
long been recognized that “where hospital facilities are missing, 
medkxd progress lags.”' Finally, hospitals are becoming increas- 
ing important as centers for medical social work.' It mi^ be 
added diat die modem hospital is becoming the focal point of a 
larger unit known as a medical center. 

The cost of hospitalization has always been a significant deter- 
rent to Rs m(»t effective utilization, especially to the lower-income 
groups, and has imposed heavy financial burdens on many diose 
who were unfortunate enough to need hospitalization and fortunate 

I Journal of ihe Amertcm Medical Aasodathn. 

iJbid. 

* Hemy ]. Southmayd and Geddes Smith, SnuR Conmuidty Hoapikib, The 
CoBmumweefth Fuad, 1944, p. 3. 

.'Aidkiir C Bachmeyer and Gerhard Hartman, The HoaptUi in Modem 
ikrdietfL T^iCcnhmonwealh Fund, 19^. Fkuence Taub, “Not For the 
the Modem HoaptMl, Augutf 1947, 62-94. 
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axm0x to be aUe to piy for it. On fbe oAear band, bo^pttak geam* 
ally find tboaiselves compelled, either by law or by traditl^ . to 
provide considerable free hospitalization, and in a ^reat znai^ hi* 
stances have been unable to collect any or all of the charges incurred 
by patients able to pay. Despite the fact that "the modem com- 
munity hospitel under voluntary auspices is a middle<<tf*the-road 
merger of the charily institution and a private facility,’’^ heavily 
subsidized by philanthropy and taxation, general hc^itals have 
found it difficult to meet their expenses. In the absence of a non pr o fi t 
insurance plan, hospital rates represent a rough balance betwemi 
"what it costs the hospital to give service of the quality it feels obli- 
gated to maintain; what the patient thinJcs he can pay; what die 
hospital thinks the patient can pay; and what the hospital 
the community will pay.” * 


NONPROFIT PLANS 

Hospital care insurance of some kind has long been indicated as 
an answer, in part at least, for patients and hospitals, as well as for 
communities. Such insurance, in the form of nonprofit group hos- 
pital service plans, constitutes one of the most si^iificant of recent 
developments in the field of medical care. This movement is unique, 
historically and geographically, for its counterpart has not existed 
ekewhere. The plans are, as one authority on them has said, "a form 
of public smice without public compulsion, an ^cample of private 
initiative without private gain. They combine the American practice 
of personal action with a sense of social responsibility.” ^ Vrfiuntary 
insurance of this type has received the endorsement of all 
fessional medical associations, has been sponsoted and guided 
the American Hospital Association, and 1^ been endorsed by all 
leading labor and hum organizations. The movement was devek^ted 
prinmiily by hospitals and has remained a producers* rather than a 
eonsumers’ movement . . 

Ihe purpose of this type of insurance is simply to enable imlividr 
nuts to budget die cost of possible hospitalization. But it does not 
favor lower-income groups with lower rates for equal service, and 

B s^^unayd aad &nttb, op. dt., p. 3. 

’C Ru^dmem, Commmlty Ho$pUd and Uediad Fbai, AaMcicaa 
pital An w cfa tfa n, p. 18. 



524 


AMERICAN SOCIAL INSURANCE 


stricdy speaking is not "social” insiuance. Plans for lower-income 
groups may, to be sure, provide less in the way of service and thus 
have relatively low rates. But social insurance principles are not in- 
corporated into the plans. 

Historical Background. One of the oldest large and continuous 
nonprofit hospital service plans in the United States is that estab- 
lished by Baylor University Hospital, Dallas, Texas, late in 1929, 
when for $3 per person per semester it offered a maximum of 21 
days of hospitalization in semiprivate rooms, plus operating | room, 
laboratory services, drugs and Lessings, and other services, to 1500 
local schoolteachers. Later other groups were admitted ana rate 
variations were made on the basis of occupation and service de- 
sired. Although it was by no means the first, the Baylor Univ^ity 
plan is credited by many as being the immediate forerunner on the 
modem movement.® 

There has been a marked growth in the number of hospital plans 
and a phenomenal increase in the number of persons covered. It has 
been estimated that by July 1, 1936, there were 33 plans with 370,000 
participants. On January 1, 1940, there were 60 plans with about 4.5 
million members. Grow^ since 1940 has been nothing short of spec- 
tacular. By January 1, 1954, the number enrolled was over 46 mil- 
lion, and there were 85 plans. 

The cancellation rate was rather high during the war years owing 
to high labor turnover. Before the war, the average was about 10 
percent. For 1945-1946, a period of marked readjustments, the rate 
was 17.1. Since then it has approached the prewar rate.® 

There is every reason to believe that expansion in the number of 
participants will continue to be substantial for some years to come. 
The number of plans established has become pretty well stabilized. 

Membership. Table 66 shows the growth in number of Blue 
Cross plans and members enrolled since 1933. The Blue Cross sys- 
tem is a grouping of nonprofit prepaid hospital plans and will be 

® For a brief description of the early movement, see J. T. Richardson, The 
Origin and Development of Group Hospitalization in the United States, 1890- 
1940, University of Missouri Stumes, vol. xx. No. 3, 1945; Louis S. Reed, Blue 
Cross arid MetUcal Service Plans, F^eral Security Agency, U.S. Public Healdi 
Service, 1947, diap. 2. 

* Louk. S> Re^ Blue Cross and Medical Service Plans, chap. 11. 
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described later in ibis chapter, In additi<m to these plans and aaein> 
bers, there are others, relatively few in number, that for some reastm 
are not a part of the Blue Cross system. 


Tabis 66 . Blue Cross Hospital Service Plans, Number and En- 
rollment, January 1, 1933, to January 1, 1948, and 1954 


Year 

Number of Plans 

Enrollment (Roimd Numbers) 

1933 

1 

2,000 

1934 

6 

11,500 

1935 

10 

54,000 

1936 

17 

214,300 

1937 

26 

608,400 

1938 

54 

1,365,000 

1939 

65 

2,870,000 

1940 

71 

4,431,700 

1941 

73 

6,049,200 

1942 

77 

8,456,300 

1943 

77 

10,458,900 

1944 

76 

13,005,500 

1945 

85 

16,500,000 

1946 

87 

20,000,000 

1947 

87 

25,876,000 

1948 

90 

29,499,000 

1954 

85 

46,141,000 


Membership is heavily concentrated in metropolitan areas and 
industrialized states, where there are well organized and equipped 
voluntary hospitals and where average per capita income is rela- 
tively high. The distribution given below of more than 45 million 
participants in 86 plans as of September 30, 1953, according to size 
of plan, shows that concentration. Plans with 1 million or more 
members were in New York, Massachusetts, Illinois, Michigan, 

10 The Blue Cross symbol was developed by the St. Paul, Minnesota phtn. 
Louis S. Reed, op. cit., p. 11. 

11 Taken from Sinai, Anderson, and Dollar, Health Insurance in ihe United 
States, The Commonwealth Fund, 1946, p. 44; Blue Cross Commission, Finon- 
ckd Reports, Blue Cross Plans, 1948, American Homital Associatitm. On Janu- 
ary 1, 1947, there were 1,593,251 Blue Cross members in Canada and ^090 
in Puerto Rico, included in the total given here. As of June 30, 1948, mnoIhneiA 
totaled 31,210,819, of which 2,194,739 were in Canada and 43,459 weK in 
Puerto Rico. The Canadi a n membership is likely to decline as cmnfndsoiy 
povincial plans are estabMied. 

12 Financial Reports, Slue Cross Plans, 1948; Enrollment Reports, Fkst 
Nine Months, 1953. 
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Pennsylvaiiia, and New Jers^. More than half of die sxnalkst 
diose with less than 50,000, were in Southam states. 


Numbered 

Flans 

Size of Class 

Participants 
Number Percent 

11 

1,000,000 or more 

23,448,119 

51.5 

14 

500,000 to 1,000,000 

9,656,728 

21.2 

SO 

200,000 to 500,000 

9,870,793 

21.7 

9 

100,000 to 200,000 

1,300,754 

2.9 

12 

50,000 to 100,000 

955,493 

2.1 

10 

Less than 50,000 

273,731 

0.3 


Many plans are state-wide and those in populous states would 
naturaUy have more participants. The degree of concentratim is 
farther indicated by the data given below showing the percentll|ges 
of total population enrolled as of July 1, 1954, by states.^^ Only a 
few nonindustrial states had as much as 30 percent of their total 
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Per- 

State 

centage 

State 

centage 

Rhode Island 

70.7 

Oklahoma 

18.1 

District of Columbia 

67.9 

North Carolina 

17.7 

Delaware 

62.2 

Nebraska 

17.1 

New Hampshire 

59.4 

Arizona 

15.9 

New York 

50.6 

Virginia 

15.8 

Pennsylvania 

48.6 

Kentucky 

15.1 

Michigan 

45.6 

North Dakota 

14.9 

Massachusetts 

43.8 

Montana 

14.1 

Ohio 

43.5 

Utah 

14.0 

New Jersey 

Maryland 

35.8 

Florida 

13.3 

34.2 

Mississippi 

12.0 

Cdmrado 

33.7 

West Virginia 

11.2 

Maine 

33.4 

Louisiana 

10.5 

Minnesota 

32.8 

South Carolina 

10.0 

Wyon^g 

Mfimmrl 

32.8 

28.9 

Texas 

California 

9.9 

9.7 

Iowa 

27.7 

Oregon 

9.2 

bidiana 

26.5 

Idaho — 

8.3 

Wisoondn 

25.7 

Arkansas 

8.1 

fflhiiois 

22.7 

Georgia 

7.8 

irnnean 

22.1 

Washington 

5.1 

Tauwssee 

21.3 

New Mexico 

4.8 

Afadwuna 

18.1 




Hie population figures used are estimates at of July 1954. 
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popukticm enrtdled. it is difficult to Teach rural amo^ but aooae 
progress is bemg made by workiiig with farm otgaaizatknu aad by 
community enrollment programs. ' 

The percentage at the total population for the United States as a 
whote covered by Blue Cross plans was about 30 in 1953. That rep- 
reseats a marked increase over the percentage in 1947, vdddh was 
(mly 17. In 1953, 41 percent of the total enrolhnent consisted of sub- 
scribers, and 59 percent of their dependents. Only 46 percant were 
dependents in 1947. Two states with hospital plans were not affili- 
ated with the Blue Gross movement in 1953. 

Growth in membership has been spectacular, and there is no 
doubt diat emoUment will continue to expand for some yeurs to 
come. Intensive promotional efforts continue to be made, and the 
backlog of good will which has been built up in the past will provide 
a tremendous forward momentum. The expansion in hospital fa- 
cilities which is now taking place and which will continue is another 
factor favorable to expansion. There is still another, less tangible, 
factor which is making for expansion. Pressure to include hospitaliza- 
tion benefits in Federal legislation is helping to solidify the ranks of 
those who favor the voluntary movement, aiKl to lead them to greater 
efforts. 

However, there are certain factcnrs whidi may act as a brake on 
the further expansion of membership. For one thing, areas not al- 
ready well worked are likely to yield lower returns in terms of mem- 
bership for the same amount of promotional effort. Mucb tff die 
cream has been skimmed off the market. Higher hospital costs and 
greater benefits being offered necessarily lead to hi^er premium 
rates to m^bers, and this will tend to discourage enrollment, even 
thou^ the rise in premiums is relatively less than die rise in the 
general price and wage levels. It should not be so, but wh^ die 
finanriftl shoe begins to pinch, necessities are among die first to 
suffmr. The increase in premiums will also probably intensify the 
competition of commercial insurance carriers that sell hospffal in- 
demnity polkaes, a compedticm whidi is already being felt.^* Hie 

M See United States Senate, National Hadbh Program, Heoringt » 
Soheommittae on Labor and Pabftc Welfare on S. 545 and S. 

CkmgmH, 1st Sees., Part 1, pp. 419-420, where Senator Murray said 
indiqpcREidffiKit raikpftd organizfttioxis on the Boston & Maine YecoiiiiiWiiueQ 
cca]itiittEaiicse of Blue Qfqss faoqdtdi and medical coverage becaiiae ik oodd lie 
puidiised more diea^ fipcim a ctmmiercid ^ 
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growing strengdi of union clinics and hospitals may also be a factor, 
although probably not a serious one. A severe depression, ca even a 
moderate recession might well have an adverse effect 

Types of Plans. There are three types of plans. Some, but not 
many, are wholly local. Membership in these plans is confined to 
residents of one locality, which may be a city, town, or county. 
More than one hospital may be participating, depending upon t^ 
size of the community. A second type is local but has state-wide 
membership. In these plans, “out-of-town” members are paid pash 
allowances for hospitalization in institutions not under contract mth 
the local organization. The third type is state-wide, not only in mem- 
bership, but in contracting hospitals as well, and the trend is strongly 
toward this type. A few plans serve small areas in adjacent stares, 
areas whidi are usually portions of a metropolitan economy, and\in 
North Carolina there were in 1953 two plans, eadi state-wide and in 
competition with one another. Local plans exist independently of the 
state or area plans in a few states. 

Plans may also be classified in another way. Some Blue Cross plans 
are of the cash indemnity type. That is, they make specified cash 
payments upon hospitalization. Others provide specified kinds ai^ 
quantities of service benefits. Still others have a combination of the 
two. 


Boiefits. The scope of service benefits offered by plans is rather 
broad, although complete coverage is not usually provided. There is 
considerable variation as between different plans, but there is a 
trend toward uniformity and complete coverage. Within any given 
plan, most membo's are entitled to the same benefits, except where 
different types of room accommodations are offered as options, with 
diffarent rates. However, the plans will now write special contracts 
providing different combinations of benefits to meet the needs of 
particular groups, especially employees of large organizations. 

Usually hospitalization is provided for aU disabilities exc^t vene- 
real diseases, self-inflicted injuries, injuries sustained in riots, war, 
and violation of laws. Illnesses or injuries covered by workmen’s 
omnpentetion acts are excluded, since th^ are paid for under the 
pio>dsions of those acts, at least in part Nervous and mental cases, 
tid>^culosis, and virulently contagious diseases not ordinarily ac- 
cepted by hospitals are usually not induded, but the trend is to 
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indude them also for limited periods of hospitalization.^'’ Tax>si^ 
ported facilities for the care of some of these types of cases are 
generally available, althou^ not to be sure always without cost 
Maternity cases are covered in full or in part after a waiting period 
of from eight to 12 months, but generally only for a limited period 
of time such as seven to 12 days. However, it is becoming fairly 
common to waive maternity restrictions for large groups where 7S 
percent or more enroll. It is not common to cover admissions to 
hospitals for diagnosis only. 

Types of room accommodations ofiFered vary. In most plans, only 
semiprivate room service is provided. In some, accommodations may 
be either ward or semiprivate. A negligible number offer only ward 
accommodations, mostly in those Southern states where no othar 
kind is available in quantity, and the number offering private rooms 
is also small. The situation changes rapidly, but as of December 1, 
1946, it was summed up as follows: Of “approximately 113 main or 
standard contracts issued by the 81 plans, 5 provide care in a 
private room, 48 provide care in semiprivate accoixunodations as 
these are defined by the plan or hospital or of the area, 30 provide 
care in ward accommodations, and 30 provide a dollar room allow* 
ance.” A few plans offer both ward and semiprivate contracts, and 
even fewer offer a private room contract Members electing more 
expensive accommodations than those offered by die service plan, 
whether because of preference or physicans’ orders or unavailability 
of cheaper accommodations, pay the difference in cost out of their 
own pockets. There is a tendency, however, to limit this privilege, 
because many hospitals charge higher fees for other hospital serv- 
ices to single-room patients. 

Many plans merely allow fixed cash payments to subscribers elect- 
ing single-room accommodations, or allow amounts equal to what 
would have been paid to the hospital if the subscriber had taken 
ward cx semiprivate accommodations. In diese cases, the subscriber 
is entided to all of the other hospital services provided by the plan. 
This is a relatively recent development, stimulated by the difficulty 
of defining precisely what constitutes a given type of room accom- 
modation, by variations in rates charged for the same type by differ- 

Louis H. Pink, “Ckmtncts Can be Liberalized,’* The Modem HoepMH 
1947, pp. 75-76. 

Louis S. Reed, op. dt., p. 33. 
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ent hospitals,^ and because of the increasing difflcnity of reaching 
agreements on amounts to be paid to hospitals. 

In cases of emergency, which means being out of town m: out of 
tlm plan’s area and in need of hospitalization, cash allowances e<pial 
in amount to diose that would have been paid to a home-town hos- 
pital may be paid. Somewhat less than 10 percent of hospitalizations 
are of this t]^. A reciprocity program developed, undo* which a 
member of one plan admitted to a hospital participating in another 
plan received the benefits provided by that plan, or in some. cases 
his own, whichever was the more advantageous to him. B^use 
low-benefit plans were at a disadvantage in this type of antage- 
ment, the program was not generally satisfactory and as a subsntute 
an Inter-Plan Service Benefit Bank operated by the Blue Cross <^m- 
mission was established. For its members hospitalized by the 'npst” 
plans, each plan pays into the Bank an amount equal to its average 
per diem payments to its own participating hospitals, plus or minus 
a small adjustment charge to reduce the loss to the host or home 
plan. The hospitalized itinerant member receives the benefits of the 
‘Imst” plan, which pays die charges and is reimbursed die amount 
charged the home plan. 

The maximum number of days of hospitalization allowed for each 
individual member generally varies from 21 to 120. Some plans al- 
low a greater number of days in the secxind and succeeding years of 
membership. There is a trend toward providing maximum amounts 
of hospitalization per illness, rather dian per year, which means 
greater protection to members and also simplified administration. 
Interestingly enough, the plans now using this practice generally 
offer as many days per ilbess as other plans offer per year. Most 
plans provide discoimts of from one-tenA to one-diird on hospital 
bills for from 60 to 90 days after the insured maximum has be^ 
exceeded. Approximately percent of hosjHtalizations under non- 
profit plans axe for 21 Stys or less, and about 75 percent are for 10 
days or less. 

The service always include ward or semiprivate room, board, 
usually including q>ecial diets, and general nursing care. More them 
that is foequendy indudedL The use of cq>erating and delivery rooms, 
edministration of anesdiesia by a hospital anesdietist, drugs, dress- 
and lalKHifitory services which are “routine,’’ “ordinary,*’ “cBU- 
.telmucy “ dsually included. About half of die j^bns provicle some 
pliysiofoerapy services. More than Imlf of the pla^ indu^g ne^y 
M percent ci ^ menhers, provide zadiolo^kxd services fw ding- 
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sostic puiposM, aKbou^ generally only in limitedl amoa^ts. 'Asxht^ 
lance service is not usually supplied. 

A growing number of plans have provision for but>patieiit sarv^ 
ioe, each visit being counted as one day of hospitalization, 
hi some plans the hospital is being paid the amount that a piivate- 
pl^sidan would have charged for such treatment And many plans 
provide visits to out-patient departments to receive emergency at- 
tention not requiring hospitalization. Plans generally include all or 
most of the services rendered to the public by member hospitals. 

Praniums. In the early days of the movement, some plang 
charged the same rate to each subscriber, whetiier single or married, 
widi or without dependents, but the practice was discontinued long 
ago. It is now common to find what is called a two-rate structure, in 
which the single member without dependents pays less them the rate 
paid by a subscriber with dependents. This was by far tibe most " 
common rate structure found as of 1954. Some plans distinguish be- 
tween single individuals, charging females slightly more dum males, 
because females make more use of hospital services. Some plans also 
distinguish between families with and without children, having a 
slightly lower rate for families without children than for families 
with c^dren. A few plans have separate rates for nearly every con- 
ceivable situation— for example, for one person, male or female, 
widow or widower with child or children, husband and wife, and 
family. A few plans now also provide a separate rate for "sponsored 
dependents,” usually family members not eligible under the regular 
family rate, such as children above 18. 

Premium rates vary considerably, depending on the type of room 
accommodations offered, services included, and localities. They are 
therefore difficult to compare. It must also be noted diat standard- 
ized designations for different types of services, especially room ac- 
commodations, do not exist. Furthermore, changes are constantiiy 
being made somewhere. With these limitations in mind, tibe folkiu^ 
ing summary will give a fair idea of charges, as of December 1, 
19SB3, made to members enrolled as groups. 

Bates for a single subscriber and semiprivate roam ranged fnm 
$1.00 to $4.^. In nearly 70 percient of the plans, the rate was be^ 
low ^ and in the remainder it was at or above $2. The mort tom* 
BEKMi rahs were $1.40 and $1.50. The numb^ below $L40 and tham 
$2.50 'jarats n^figible. In triple-rate semiprivate plans, the most oom^ 
OMHi rale lor two pmaons was about $2.50, found in 

$6 porcmit of the |daia having three different rates. Qne-ftalf 
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of Aese plans duurged couples more than $3.00, but only two plans 
charged more than $5.00. The most common charge for families in 
triple-rate semiprivate plans was $3.50, found in approximately 30 
percent of the plans. There was no sudh thing, then, as a typicd set 
of monthly rates for semiprivate-accommodations plans, but $2 for 
a single subscriber, $3.50 for a couple, and $4.00 for a family would 
be as good a set as could be given. 

Many plans have separate rates for different types of room accom- 
modation, or different cash allowances for rooms. Rates for ward ac- 
coiiunodations generally run from 50 to 80 cents less than for semi- 
private rooms.^^ \ 

The unweighted average of dues being charged by all plans for 
all types of contracts as of June 30, 1948, was $1.01 for one person, 
$1.93 for 2 persons, and $2.36 for a family. \ 

Contracts ntade with subscribers in the beginning of the move- 
ment were generally for a period of one year. That practice pre- 
sented real administrative difficulties when it became necessary to 
raise rates, since new rates could be introduced only at the expira- 
tion of contracts. To avoid this difficulty, it has become common, al- 
though not universal, to make contracts subject to cancellation or 
revision on short notice, usually 30 days or less. ' 

These premium rates are usually uniform for all subscribers in the 
plan, except that those paying premiums individually rather than 
durough a group usually pay somewhat higher rates. However, the 
Chicago Blue Cross developed on an experimental basis a so-called 
“cost contract” which was made available to firms in Chicago. Under 
this plan, the firm deposits the estimated three-month cost of hospi- 
talization for its employees. At the end of the period die actual 
hospital cost plus administrative expenses is computed and the nec- 
essary adjustment is made in the next three-month deposit Thus 
“experience rating” of the retrospective type enters into the picture, 
since the amount of hospitalization required will vary with the occu- 
pational group and the particular employer concerned. Where this 
option is available^ the good risks will tend to choose it, thus making 
it necessary to inorease the rates on other risks. 

Contributions, or premiums, are frequendy collected from the 
group by die employer through pay-roll deductions. Experience 
has provqn that diose groups are the most desirable risks. The trend 
is for phms to demand pay-roll deduction of premiums wheneva: 
. See Bbie Crota Uaxtual, Blue Cross Commissitm, 1954, for rates by plu». 
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that is feasible. Attempts are being made to induce the Fedbral 
government to deduct nonprofit hospital care insurance premiums 
from Federal employees’ salaries and in one health bill there was a 
provision that would have authorized such deductions. Some em- 
ployers object to deducting the contributions, because when th^ 
are added to social security and withholding taxes and union dues, 
the total appears to many workers to be too large. 

Some employers themselves pay a part or all of the cost, and this 
practice is becoming more prevalent. In 1947, about 8 percent of all 
membership fees were paid by employers.^® Many collective agree- 
ments between unions and employers provide that the employer 
will pay the entire premium.^® The Blue Cross Commission has 
established systematic relations with labor imions to encourage the 
inclusion of hospital benefits in collective agreements.®® 

In cases where the employer does not himself bear the cost and 
where he does not deduct the premiums from the workers’ wages, 
the group frequently designates someone to serve as an agent. The 
agent collects the premiums and remits then to the Plan. Many 
plans require quarterly or semiannual payments in advance, al- 
though it is now common for payments to be made monthly. If 
collections exceed hospital and administrative expenses, the surplus 
is accumulated as a reserve, and this surplus is used only to increase 
benefits or to decrease premiums. The trend has been to use surplus 
to increase benefits. 

Enrollment. Membership in hospital service plans is usually 
acquired through a group, generally an already existing group such 
as the employees of a business concern, members of a trade union, 
or farm or professional organization. Sometimes an entire community 
is the group. Not all members of any given group need to participate. 
Indeed, there are some specified limitations such as age and in some 
plans minimum or maximum income or both. 

In the early days of the movement, only a small percentage of any 
^oup was required in order to secure membership, but now that 
the movement is fairly well established a high percentage is fre- 

Richard M. Jones, Blue Cross commissioner, in The Modern HospHolp 
August 1947, p. 130. 

1® Princeton University Industrial Relations Section, Group HeeUh 
ance and Sickness Benefit Plans in Collective Bargaining, 1945. See also Evan 
Keith Rowe and Abraham Weiss, “Benefit Plans under Collective Bargahilng,“^ 
Monthly Labor Beview, September 1948, pp, 229-234. 

^ Blue Cross Commission, Annual Report of the Director^ 1945-1948, p. 18. 
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quaatily required It is coimncm now to require diat itom SO to ?5 
percent of any group as anall as 25 must join, and firom 40 to 50 per> 
o«)t for larger groups. One state-wide plan, fm example, has die 
following provision: fm a group of from 5 to 8 persons, there must 
be at least 5 applications; fen: a group of from 9 to 12, there must be 
100 percent minus 3; for a group of ^m 13 to 20, at least 10 applies- 
ti(His; and for groups of 21 or more, 50 percent. This practice, bor- 
rowed hrom commercial insurance, is supposed to reduce the element 
of adverse selection, but there is some difference of opinioi^as to 
how effectively it does so. Enrollment is generally “reopenedi from 
time to time to admit old members not previously enrolled anq new 
members added. 

Furdiermore, admission of any group to membership now is gen- 
erally schedyled. A new group wishing to join makes application^d 
the time when it will be admitted is established by the directors of 
the plan. Here again it is considered possible to guard against ad- 
verse selection. A major exception to group enrollment was made by 
many plans in order to admit veterans on an individual basis. A 
national drive in 1946 resulted in the enrollment of an estimated 
100,000 veterans in May and June. Attempts are also being made^ to 
enroll members as individuals in metropolitan areas and in rural 
communities.^^ Experience with individual enrollment has been suf- 
ficiently satisfactory to justify its continuation. 

New members of any existing group may be admitted ^Iher in- 
dividually as they become members of the group, or at stated inter- 
vals thereafter, the application being held usually for say 30 days in 
order to avoid the expense of enrolling "floaters” and to avoid ad- 
va:!$e selection. A member enrolled throu^ a group and who later 
leaves that group may continue his membership, either by associ- 
ating himself witii another enrolled group or as an individual. It has 
been estimated that from a third to a half of those who enroll 
tluon^ a group and later leave that group continue tiieir member- 
ship as individuals. 

No health examinations are required for a(3^aission throu^ groups, 
but it is not uncommon to require the individual subsoiber to tifice 
a pineal examination or sign an a{q>lication card indicating that 
the appHcant is "not suffering from any cemditiem known to require 
” In souie pl^, conditions known to require leie 
at fibe tffhe of emoUmmrt are covered after say n^mthe of 

. ^ SktKCteMC6maMaD,AttmMil Report of ih»Dkitctor,19^19iB,f.'30t 
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niemberdiip. When members are enrolled ixt groups and Didien jliie 
time of admission is scheduled, lack of health examinatUms dbes,n(^ . 
introduce anjr serious or lasting element of adverse select&m. 

Plans do not generally have maximum age limits when enrcdl* 
ment is through groups, but accept anybody in the group. Approxi- 
mately 30 percent of the plans do have maximum enrollment a^s, 
mostly 65 years. Once obtained, membership is usually not lost on 
reaching some specified maximum age, except in a very few plans. 
Children enrolled as family dependents do, however, lose that status 
upon attaining 18 or 19. And quite frequently infants under 30 or 60 
days of age are not covered. 

Utilization. Participants in hospital care plans have not abused 
their rights to benefits.^^ The hospital admission rate is slighdy 
higher for Blue Cross members than for the general civilian popula- 
tion, but the average length of stay is appreciably less. The len^ of 
stay is shorter than for nonmembers largely because members re- 
ceive more hospitalization for minor illnesses and because partid- 
pants are mosdy the actively employed and their dependents. If 
maternity cases are exduded, the total amount of hospitalization per 
person has not been much greater than for honmembers. Maternity 
benefits are definitely an inducement to join for people who plan to 
have children, and for some years now the birth rate has been ex- 
ceptionally high. 

However, in recent years utilization has increased appredably 
and there have been charges of unnecessary admissions, unnecessar- 
ily prolonged preoperative medication and treatment, ovm'stays in 
certain types of cases, and excessive use of e3q)ensive drugs and of 
laboratory tests.^^ Responsibility for these abuses falls in part on pa- 
tients who insist on unnecessary hospitalization and expensive diu^, 
and partly on physicians who find it more convenient to treat pa- 
tients in hospitals. But part of it rests on the Blue Cross movement 
itseU because the advertising it uses to ccunpete widi commercial 
agendes leads the subscriber to expect more than he should have. 

Ihe relative extmit of utilization by difiEerent types of momben 
has been well ^tablished. The following oondusioos an out- 
standing student of the movement are based on 10 years of expori^ 
ence ap|^x»dmately 25 million member years of exposure: 

^ Slue Cross Onninission, Annual Report of she Director, 194S-1946, p. 2. 

Kennedi B. Babcock, "The Excessive Use of Bine Cross fienefiti," Hse-' 
P«afc. July, 49-51. 
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^Other things being equal, women require about 50 percent more 
hospitalization than men. Most of the difiEerence is to be explained 
by the hospitalization for conditions peculiar to women. The ratio 
applies to all classifications of subscribers. Women dependents use 
considerably less care than employed women. Women with children 
use less care than women without them. Married men use less care 
than single men. Children receive less hospitalization than adults.” 

Hospital Payments. Voluntary nonprofit hospital care plans are 
not of the indemnity type, which pay cash to the insured person, but 
they guarantee specified amounts of service. The plans make con- 
tracts with participating hospitals that are willing to provide the 
services guaranteed by the plan, and the contracts include tbd basis 
upon which charges are to be computed. The hospitals then bUl the 
service plan directly for the amounts due them for services ren^red 
according to the agreement, and they bill the patient only for those 
charges, if there are any, which are not payable by the plan. Usually 
Blue Cross patients are not required to make an advance deposit 
when they are admitted to the hospital. Approximately two-thirds of 
the general and short-term hospitals, with more than 90 percent of 
all beds in nongovernmental hospitals, have entered into agreements 
to provide services. 

The problem of devising a satisfactory formula for determining 
the amount to be paid hospitals for services rendered has not been 
an easy one to solve to the satisfaction of all concerned. In the early 
days of the nonprofit movement, when hospital admissions were far 
below bed capacity, there was no serious problem in reaching agree- 
ment, for hospitals were eager to participate in any plan that prom- 
ised them additional revenue. Usually flat-rate payments for room 
accommodation and designated services were established in each 
community, based more on the plan’s ability to pay than on the cost 
of providing the services. But as Blue Cross membership grew and 
the d^ression of the 1930’s passed, and especially during the pros- 
perous years following the Second World War, utilization of hos- 
pital facilities and ability to pay both increased. Much controversy 
developed over what should be the proper method for determining 
hospital charges. Different methods are in use.^^ 


^ C. Rufus Rorem, Community Hospital and Medical Plans, American Hos- 
^tal Association, 1944, pp. 10-11. 

25 $ee E* A. Van Steenwyk, **Blue Cross Payments Pose a Problem in Co- 
operation,** The Modem Hospital, July 1947, pp. 71-76, and also **There Are 
Oexes in the Hosjj^td Basement,” April 1947, pp, 48^1; C. Rufus Roremf 
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One method of determining how much a plan should pay is to 
‘‘gear*’ the rates to the hospital’s charges. This may be done by pay- 
ing a straight per diem for room accommodations based on the hos- 
pitals average charges or collections. The rate may be weighted to 
differentiate between the relative importance of surgical, medical, 
and maternity cases, or weighted by length of stay. Because short- 
stay cases involve relatively higher per diem costs than do those re- 
quiring prolonged hospitalization, it has become fairly common 
practice for plans to pay larger amounts for such cases, as for exam- 
ple $15 for the first day, $25 for two days, $30 for three days, and $8 
per day for stays of four or more days. Payments may also be geared 
to charges simply by paying the hospital on an “as billed” basis less 
a discount, but with a ceiling on the per diem. Or the payments may 
be the charges “as billed” with a ceiling on the per diem, but with 
no discount. 

Another method is for hospitals to charge the prepaid care plans 
on the basis of cost, but not to exceed the amount charged to non- 
members. The definition of cost is quite liberal, including interest, 
depreciation, obsolescence, and the accumulation of a small reserve 
or surplus. The marked increase in the cost of operating modem 
hospitals has made it necessary to raise room rates and service 
charges to the plans as well as to the public, and that in turn has 
made it necessary for the plans to raise premium rates to their mem- 
bers. This method has become common in recent years, but there is 
much protest against it. Some plans have attempted to hold mem- 
bership subscription rates down by limiting the type and amount of 
services offered and by requiring Ae member to pay a small portion 
of the special service charges. 

The method of gearing payments to hospital charges, but paying 
somewhat less than regular charges, has been preferred by prepaid 
hospital care plans because it offered lower rates and more certainty 
in the matter of total payments. Those who favor this method have 
argued that the plans have made for fuller utilization of hospital 
facilities, that there are no collection losses on prepaid patients, and 
that the added business can be handled by hospitals at a relatively 
lower per unit cost. They point out that despite increasing costs, 
hospitals are in better financial condition today than ever before, 
and that fuller utilization and better collections achieved as a result 
of the plans are the major reasons for that better conditirm.*® Pay- 

Cunent data on percent of occupancy, receipts per bed, and ave^alfS 
^8t per bed will be found in current issues ox HospiM 
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meat <hi a legular diarge basis ignores absence of odUection 
duucges, and butbennore, regtilar dunces may in many cases not be 
related to eitiier costs ot quality of service, and they involve tibe 
problem of dieddng hospital bills against regular charges made to 
the public. And fin^y, '^en regular charges are made, rates may 
be changed at will by unilateral action. If prepaid plans are to con* 
tinue to expand, low rates must be maintained and tibis requires rela- 
tivety low charges. Payment on a cost basis is scdd to penalize good 
management and reward poor management. It is dfflcmlt flso in 
many cases to determine costs, especially to allocate them |to any 
cme type of accommodation when several types are available. This 
allocaticm cx>uld be made by cost accountants if adequate records 
were available, but diey are not generally available. 

Hospitals, in genend, want as much from prepaid plan meif^bers 
as they get from nonmembers. They want payments to be on an "as 
billed” and without ceiling basis. Hie trend is definitely in this direc* 
ticm. The Blue Cross Council on Administrative Practice recom- 
mended that hospitals be paid on a exist basis but not to exceed 
charges made to toe general public for similar services.^^ This would 
appear to mean in effect an "as billed and no ceiling” basis. Indeed, 
toe Council’s definition of reimbursable costs is so broad, including 
interest, depreciation, and surplus for expansion, that the billings 
could be for menre than actual cost“ 

Thecostof training toe medical preffession is recognized by all con- 
cerned as one that should be borne by government and philanthropy 
and one that should not be passed on in the form of hospital charges. 
It is also recognized that the exist of modernizing our existing hosju- 
tal facilities and adding sorely needed new ones cannot be charged 
to toe patients using those facilities. The role of government in 
expanding ho^tal and medical center facilities is now predomi- 
nimt 

Ifo^ital administrators appear, many of them, to be convinced 
toat pr^iaid care plans are fully able to pay at least standard rates. 
Ihey point to toe reserves accumulated % many of toese |dans, 
and some argue that the reserves are too high. Some go so far as to 
argue toat hospital guaranteed smvice contracts are no longer 

^ Blue Cross Commission, Aimuid Report of the Dtreetor, 1945-^180, p. 18. 

3^. A. Van Stemmyk, in The Modem Hoepttd, July 1947, p. 75. One 
plan was fmoKed as paying $10.75 per day to a hos^tal havioe a per diem 
Ciiit of. $9!w' and uhidb cwlected femn olhw paying patients ^70 per day. 

Mmtag/emeal, October 1947, p. 28. 
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necessary, diat t!ie plans can afford to go on a cadb indiannify bstiil, 
and tliat hospffals come out better with private indemnity insnraiios 
contracts. Some point out tlat commerdal insurance canims hanw 
adopted ffie benefit standards of prepaid plans, and that the move^ 
ment itself is really no longer needed. All of this seems to igaore^ 
or to write off, tbe most fundamental diaracteristic of the movement, 
namdy the hospibil guarantee of the services promised to members, 
without whidi the plans would probably no longer be eligible to 
tax exemption, and without whi^ the plans would probably lose 
mu(h of tibeir popular appeal and public good will. A few hospi- 
tals have withdrawn from the movement, but the number is very 
small. 

Tbe controversy over how much nonprofit hospital care plans 
should pay to hospitals for the services rendered &eir members is 
not likely to abate much in the near future. Competition from com* 
merdal insurance companies selling cash indemnity hospital care 
policies Mull continue to exert considerable pressure on the nonprofit 
plans. Administrators of nonprofit plans are likely to continue to press 
for some kind of differential treatment in order to be better able 
to meet that competition. They are also under constant pressure to 
expand the benefit coverage of their plans, and they are eager to en* 
large tiie size of their membership. High costs necessitate hi^ 
membership subscription rates, which in turn mitigate against ex- 
pansion. Restricting benefits and requiring membms to pay ev«a a 
small part of special service charges, such as for x-rays and labora- 
tory tests, Mali not appeal to many of them as desirable. It does not 
seem likely, however, that die governing authorities of hospitals, 
confronted widi ever-mounting costs and with protests from the 
public over their high charges, Mrill be able to favor the nonjffofit 
plans, not to an appreciable extent at any rate. Even municipally 
owned or subsidized hospitals find it difficult to get along on their 
budgets, and the idea of raising taxes to meet hospital deficits does 
not aj^al to local officials. It is well to remember diat hoi^tal gov- 
erning authorities have always dominated the Blue Cross ihovemeot. 
Without their codperation, tte movement could not guarantee bmm-. 
fits in terms of servtee. 

There is some danger to the prepaid ho^ital care moirasnent hft 
all (ff dds. One adndnistrator in the movement has said duA It 
"continue to be in danger as long as die vtdn hope persists that some 
hhid ol MMi giW * jntfKhi in those plans diat makes thmn ^ 
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higher rates.^® It may not be "magic*’ that hospital administrators 
see, but simply the law of supply and demand, working for once on 
dieir side. The administrator continues: 

There is no hope for the voluntary hospital system unless the leadership 
of our hospitals stops its present double-talk. The double-talk which says 
to the listener that hospitals understand how a sound Blue Cross plan 
should operate yet insist upon individual treatment without any limit for 
each hospital that wants something different is today s great peril. Unless 
it is corrected this kind of double-talk will result in the abandonment of 
nonprofit hospital insurance.^^ 

The most fundamental feature of hospital care plans has be^n that 
the benefits promised to subscribers are guaranteed by participating 
hospitals. However, not all hospitals participating now undewrite 
the plans, and many more do not fully underwrite them. A relatively 
small number of hospitals refuse altogether to guarantee the services 
or to accept reduced payments should the plan experience financial 
difiSculties. But a substantial number reserve the right to cancel con- 
tracts on notice so short that a plan in real diflBculty would not have 
adequate time to readjust its rates and continue in operation. On the 
basis of a survey of 36 plans, one authority writes as follows: 

Assuming that the surveyed plans can be accepted as representative of 
all the plans, it would appear that slightly more than two-thirds of all the 
plans are contractually underwritten by their member hospitals, while a 
little less than one-third of the plans are not so underwritten. However, it 
should be added that it is the writer's impression that in the case of most 
of the plans in which hospitals do not guarantee subscriber benefits the 
hospitals would come to the rescue of the plan if it got into financial difiB- 
culties. (This backing, however, might depend on whether the hospitals 
thought the plans well managed and upon the extent of aid required.) In 
other words, the hospitals of these plans feel a certain moral obligation 
toward the plan which would in all probability lead them to back up the 
plan. The self-interest of the hospitals would also impel in the same direc- 
tion since hospitals could hardly afford to permit dbe collapse of a plan 
which had become valuable to them. 

A. Van Steenwyk, in The Modem Hospital, July 1947, p. 70 and 
Abraham Oseroff, February, 1954, p. 65. Mr. Oseroff finds the greatest dangle 
to be in the trend towards a local basis for the solution of problems. He urges 
the extension of nation-wide programs established by union-management collec- 
tive agreements. 

aojfcid., July 1947,0.76. 

Louis S. Heed, Bhw Cross and Medical Service Pbms, p« 57. 
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Hiere are two substitutes for hospital underwriting. One is the 
accumulation of adequate reserves by plans. A reserve Miffi cienri y 
large to see a plan throu^ six months or a year would generally 
enable that plan to readjust its affairs. The second substitute is a 
reinsurance fund to whidi all plans would contribute and from 
which funds could be made available to plans hav in g finanrinl diffi« 
culty. A combination of hospital underwriting and reinsurance 
would materially reduce the need for reserves by individual plans. 

Organization. The plans are as a rule organized as nonprofit 
corporations, in most states under special enabling legislation whidi 
classes them as nonprofit charitable and benevolent sodeties exempt 
from the insurance code but subject to some degree of supervision 
by the insurance department. The corporations are generally exempt 
from state and local taxes, except on real estate in some cases, but 
are subject by the Federal government to sodal security taxes. 
About one-third of the special enabling acts require that partidpat- 
ing hospitals guarantee subscriber benefits, and nearly all of the 
laws limit dealings to hospitals operating under the laws of the state. 
The plans in Indiana, Oklahoma, and Sacramento, California, are 
organized as mutual insurance companies. The Sacramento plan has 
been dropped from the Blue Cross system. 

Each corporation has its trustees or board, representative of par- 
ticipating hospitals, doctors, employers, and ffie public, all serving 
without compensation. Governing boards are normally either desig- 
nated by hospitals and the medical profession altogether, or those so 
designated elect public representatives, or they are “self-perpdu- 
ating,” i.e., designate all members. In a very few plans, subscribers 
elect the board. Where subscribers are consulted, nominees pre- 
sented by the boards are generally elected, and die boards are dius 
practically self-perpetuating. No practical method has be^ devised 
for enabling millions of subscribers enrolled through diousands of 
groups to elect boards of directors. Some plans use an appointed 
advisory committee of subscribers. The plans are thus “producw" 
rather than “consumer* cxintrolled organizations, although there is 
no evidence that as producer organizations they attempt to tsdce 
undue advantage of the consumers. Yet in cmy conflict between 
hospitals and phms, and th^e have been numerous such conflicts,' 
die hospital suhninistrators would seem to have the advantage. The 
problem of control has yet to be solved. 

There sure psdd raaployees to administer the plsms, and not infre^. 
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quently tliere are salaried "field’* workers to solidt group meanbor* 
iddp, or to "educate** die public. In the early days of the moveanent, 
soluitors played an important role in "selling" tihe idea, but in recent 
years tiieir importance has declined somewhat, although they are 
still the spearhead of the movement. The cost of administration, in- 
cluding promotion, has recently amounted to about 13 percent of 
moome, dthough in the more efiBdent plans it has been appreciably 
lower. Administrative costs are increasing. 

The corporation through its officers makes contracts with ap- 
proved hospitals which are willing to participate, 
mally guarantee for the duration of the contract to provide 
ices to which the insured are entitled under the plan, 
the finandal status of the corporation. This feature 
nonpofit hospital plans from most other "mutual" 
ance plans. 

Government supervision of the corporations is generally exercised 
through state insurance or public welfare departments, although the 
insurance (»de is not applied to them. Where hospitals underwrite 
the plan, small reserves are adequate. The Blue Cross Commission 
has said that reserves equal to five months income or seven months 
hospitalization are adequate, but suggests that eight month^ hos- 
pitalization would be better. Insurance commissioners recommend 
five times annual income or seven times annual payments.^^ Most 
plan offidals are glad to have state insurance department super- 
vision. In a few states, the corporations are subject only to the same 
regulation as other corporations, on the assumption that they are 
engaged in selling services and not insurance. Generally they are 
considered as charitable and benevolent institutions and not subject 
to taxes. 

Nonprofit hospital care plans are in an increasing number of in- 
stances being connected with medical care plans sponsored by local 
or state medical societies. The connection assumes dffierent forms. 
In some plans, 10 in 1946, the combined protection is offered 
throu^ tibe same corporaticm, which thus administers both the h(S- 
gi^ and medical care plans. In others, 29 in 1946, each plan is 
%!f||aed by its own ctnrporation, but the hospital plan staff is utilized 
\rf the medical care plan to carry out enrollment, coUectkm, mud 

M.BltM CiOH ComBdssion, Annual Report of ihe Dkeetor, I94S-194S, p. 
S&i Mmag/ment, October 1947, p. 29. 
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<3&tBt adnihii^rative details. Policy mtters to tiie medioal cate fdaos 
are determined by toe medioal sodeties.*^ 

Some Ftnaneial Data. Nonprofit prepaid hos;^tal care insur- 
ance has beocmto a substantial business operation. Some finanda! 
data for the Blue Cross are presented here to give the reader a 
glimpse into that business.^^ Table 67 shows totd assets and toeir 
^tribution according to size of plan at the end of 1953. 


Tabu: 67. Assets of 85 Blue Cross Plans, December 31, 1953, 
by Size of Plan 8® 


Number 

Size Class 

Percent of Asset 

Membership Dollars 

s 

Percent 

11 

1,000,000 or more 

51,6 

$203,345,789 

55.1 

15 

500,000 - 1,000,000 

22.3 

87,934,143 

23.8 

29 

200,000 - 500,000 

20.7 

62,134,742 

16.8 

12 

100,000 - 200,000 

3.5 

10,840,403 

2.9 

8 

50,000 - 100,000 

1.3 

3,316,862 


10 

Less than 50,000 

0.6 

1,819,340 



Assets of 85 plans as of December 31, 1953, totaled $369,391,279; 
of this, $270,824,081 was invested, $76,735,310 was in cash, $20,- 
991,471 consisted of accounts and notes receivable, and $840,417 
was to other assets. The total was 21.2 percent more than to toe pre- 
vious year. 

Total reserves at the end of 1953 amounted to $194,675,669, an 
average of $4.22 per partidpant, as compared with $3.50 at the end 
of the previous year. Total 1953 reserves had a purchasing power of 
3.17 months of hospital care, whereas toe 1952 reserves had a pur- 
(hasing power of only 2.19 months of hospital care. 

Operating data for the year 1953 throw some light on toe flow of 
money into and out of Blue Cross coffers. The sununary figures 
given to Table 68 show tois flow by size of plan and by type ^ mc- 
peaditure. 

Taken as a whole, the movement prospered. Total income was 

87 Blue Cross Commission, Annual Report of 0ie Dtrector, X84S-1M^ p. 
23. The medical {dans so affiliated are called Blue Shield plans. 

88 See Louis S. Reed, op. ctt., chap. 10, for a more detailed ezpostoon, . 

*8 Ihrta ficom toe Blue Cross Commisdon of toe American Asso- 

dtttoa. 
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greater dian total expenses, and net income varied from 5.8 percent 
of income for plans in the 100,000 to 200,000 class to 3.3 percent for 
plans with from 50,000 to 100,000 members. 

Hospital expenditures accounted for 88.01 percent of all mcpenses, 
a deo'ease from the 88.56 for 1952, and operating expenditures ac- 
counted for 7.0 percent, as compared wiA 7.47 for 1952. A larger 
percentage of total expenditures went to hospitals, 89.04, in Ae 
plans having more than 1,000,000 members than in any other size 
class, the lowest being 85.01 for plans having from 100,000 to 200,000 
members. The largest percentage of its revenue paid to hdspitals 
was 99.07, by the plan headquartered in Newark, New Jersey, with 


Table 68. Operating Statement for the Year Ending 
December 31, 1953, for 85 Blue Cross Plans . 
(Dollar Figures in Thousands) 


Plans 

Total 

Expenses 

Net Income 

Number 

Size Class 

Income 

Hospital 

Operating 

Dollars 

Percent 

11 


$407,657 

$362,914 

$25,8:u 

$18,812 

4.6 

16 


179,296 


13,722 


6.1 

29 


139,907 

123,184 


6,497 

4.6 

12 


26,413 

22,453 

2,428 

1,632 

ei.8 

8 

8,186 

4,244 

6,975 

940 

271 

3.3 

10 



432 

201 

4.7 


1,936,000 members, and the lowest was 70.99 by the plan in Wash- 
ington, D.C., with 549,607 members. There appears to be no corre- 
lation between size of plan and percentage of payments made to 
hospitals. 

The ratio of operating expenses to income varied from a low of 
6.34 for the more than 1,0(X),000 class to a high of 11.48 for plans 
having 50,000 to 10,000 members. There is a fair degree of correla- 
tion between size of plan and the ratio of income to operating ex- 
penses. The larger plans generally have the lowest ratios, and the 
smaller the planUhe higher the ratio. However, it is not too uncom- 
mon to find exceptions to this rule. 

The trend in expenditures over a period of eight years is shown in 
Table 69. Hospital rates have increased considerably in recent years, 
and it is that ratiher than increasing utilization which accounts for 
die mailed- increase in the proportion of total income going to hos- 
*oibkL 
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pitals. These increasing hospital costs rather than the nuxleTate in* 
crease in operating costs account also for the marked decline in n^ 
income from 13.19 percent in 1942 to 3.34 percent in 1947. Highmr 
rates to subscribers brought the net to 4.99 percent in 1953. 

Thirteen plans had operating deficits in 1953. Altogether tiiey lost 
$3,097,210, which amounted to approximately 0.4 perc^t of total 
income for the year. The deficit did not exceed 10 percent of net in- 

Table 69. Percentage Distribution of Total Income, 

Blue Cross Plans, 1944-1053 


Year 

Plans 

Hospital 

Expense 

Operating 

Expense 

Net 

Income 

1944 

73 

76.22 

12.30 

11.48 

1945 

86 

81.37 

12.29 

6.34 

1946 

87 

82.34 

13.01 

4.65 

1947 

90 

85.62 

11.14 

3.24 

1948 

90 

85.34 

9.72 

4.94 

1949 

90 

84.46 

8.82 

6.72 

1950 

90 

87.62 

8.37 

4.01 

1951 

88 

89.21 

8.11 

2.68 

1952 

87 

88.56 

7.47 

3.97 

1953 

85 

88.01 

7.00 

4.99 


come in any plan, was between 5 and 10 percent in two, and below 
5 in ten. The greatest loss was 7.5 percent and the smallest was neg- 
ligible. For 1947, the record was worse. A total of 30 plans lost an 
aggregate of $3,071,560. That was an increase of 50 percent over the 
1946 dollar losses, and it amounted to 1.45 percent of total income. 
The situation at the end of 1947 was certainly serious, although it 
was not alarming. But some of die plans appeared to be in a pre- 
carious condition at that time. 


BLUE CROSS 

Group hospital care plans which are supervised through an ap- 
proval program established by the American Hospital Assodation 
and administered by the Association’s Blue Cross Commission are 
known as Blue Cross Hospital Plans. Blue Cross plans do not differ 
fundamentally from other nonprofit hospital care plans, but because 
they include more tbau two-tiiirds of the total membership and bo* 
cause they have developed into a coordinated national system under 
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flw guidance of tlra American Hospitiil Assodatian, an outline of 
fbe controls wfll be given here>^ Approval standards have bear es- 
tablished hy die Cknmnissian. 

Genmd Principles. The following general principles of oargani- 
zation are applied by the Blue Cross Commission to plans seeking 
aj^oval to be identified with the movement. Approval authorizes 
the plan to use the seal of the American Hospital Association super- 
imposed upon a blue Greek cross and the words “Approved by the 
American Hospital Assodation.” . 

1. A substantial number of representatives from contracmg hos- 
pitals should be on the plan’s governing board. There shoula also be 
representatives of the public, and it is desirable diat membem of the 
medical profession also be on the board. The Commission opes not 
require or recommend that hospital representatives consntote a 
majority of tibe board. 

2. All the hospitals in a plan’s area which are qualified and 
equipped to provide the services offered participating members 
should be given the opportunity to make contracts with the plan to 
^ovide those services. It is to die interest of subscribers diat as 
many eligible hospitals as possible participate. The Commission be- 
lieves that the plan should have contracts with at least a majority of 
diose hospitals. Furthermore, the plan should make equitable provi- 
sion for benefits for its subscribers who are received in noncontract- 
ing hospitals. 

3. In order to be approved, a plan’s area and population should 
be suffidendy large so diat the risks assumed wiU be spread ade- 
quately. In other words, it must be possible for the “law of large 
numbenT to operate. An adequate population is needed also for ef- 
ficient and economical management of the benefits. And the area 
must be large and populous enough to support the hospitals needed 
to {Bovide ^ ben^ts promised. 

4. Finally, benefits should be provided in the form of service 
rather than cash allowances. The Commission does not require that 
service rather dian cash indemnity be offered. But it is on record to 
die effect that service benefits should be stressed. 

See C. Rufus Rarem, Blue Cross Hospital Service Plans, American Hos- 
pttal Assodation, 1944; United States Senate, Nationd Health -Proffasn, Hear- 
lags Before ^ Senate Committee on Education and Labor on S. 1806, 
CaBsttnss, Sod Sess.,Rait 2, pp. 029-969; Louis S.Reed, Blue Cross and Me^iard 
Plant, IMl, duqp. 13; Blue Cross Approod Program of Hie American 
Waafilid Aetookdon, American Hoqpftal Assoctation, 1958. 



ROSHTAL SERVICE FLAMS 


■E*T 

S t a n d ar d*. la addition to these general princi^d^ the Comndi- 
sirai has listed cotain standards which must be observed if a & 
to continue to have its approval, to the extent at least that it is not 
prohibited from doing so by law or government regulation. 

1. At least one-third of the governing board must be representa- 
tives of hospitals with which the plan has contracts to serve its 
members. Furtiiermore, at least one-third of the board must xepte- 
sent the genial public. The Commission has moved away from the 
position diat a majority of the board should be hospital representa- 
tives. As was said just above, the Commission believes diat the med- 
ical profession should also be represented on the board. 

2. The plans must be nonprofit in character. Trustees and mem- 
bers of die governing board shall receive no pay for their services, 
and no part of the net earnings shall be used for the benefit of any 
individual If working capital is borrowed, it must be repayable out 
of earned income only, over and above operating expenses, ben^t 
payments, and legal reserves. Furthermore, no one advancing cap- 
ital shall be permitted to control or influence the operation of 
plan because of the capital that has been advanced. 

3. A plan must cover, in its most comprehensive option, an aver- 
age of at least 75 percent of the charges for usual and customary 
hospital services to in-patients during the full coverage period. 
Usual and customary services are based on local practice in eadi 
case, but must include all items billed except physician’s fees, pri- 
vate-duty nursing charges, and charges for convenience items not 
direcdy related to hospital care. 

4. The plan must have written contracts with at least a majority 
of the eligible hospitals in its area containing a majority of die 
bed capacity. The ccmtracts must obligate the hospitals to fur- 
nish the presoibed benefits to members, and they must be tmni- 
nable on not less than 90 days’ notice by either party. The plan as- 
sumes liability for the care rendered its members to the eident of ^ 
amounts promised, and for those amounts the patient is not liable. 

5. Beserves adequate to protect subscribers to the plan and cod- 
tracthig hospitals must be maintained. The reserve mu^ be ade- 
quate to me^ liability for reported and imreported hospital admis- 
sions and in addition it must be adequate to meet all hospital and 
operating mqiaases for a minimum period of three months. H a 
plan’s t6setyts& do not cmne up to this spedficatkm, and if dmhigtibe 
pmceding twcdve-numth period the plan has bemi unable te add 4^ 
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least 5 percent of its gross income, exclusive (tf liability for reported 
and unreported admissions, it must produce evidence which will 
convince the Blue Cross Commission and the American Hospital As> 
sodation’s Board of Trustees that its financial policies are sound. 

6. Accounting and statistical records as prescribed by the Com- 
mission must be maintained, and each plan must submit to the 
Commission such reports as may be required. 

7. In increasing enrollment, the plan is prohibited from using an 

independent sales agency. Furthermore, no employee of a plan who 
is used for promotion shall be paid principally by commission or on 
a production fee basis. \ 

8. Provision is made for requiring participation in natioiral pro- 
grams sponsored or operated by the Commission, such as mranber- 
ship transfer and uniform enrollment and billing of national\ firms. 
A plan must participate in any such program when at least Wee- 
foiuths of all plans, representing at least three-fourths of total mem- 
bership, are participating. If participation in such a program will 
have serious adverse effects on a plan, the Commission may excuse 
it from participating. The degree of participation required is deter- 
mined separately for Canadian plans. 

The Blue Cross Commission. The Blue Cross Commission is 
composed of 15 persons, three selected by the American Hospital 
Association and 12 elected by votes of the member plans, which are 
divided into 12 districts. Each Blue Cross plan contributes 23i mills 
per contract per month, with a minimum of $40 and a maximum of 
$1200 per month. 

The Commission collects and distributes statistical data on fi- 
nances and services, and gives administrative and other counsel to 
member plans. It has established arrangements for handling transfers 
of membership between plans and for paying out-of-town benefits. 
Applicants for transfer to a plan are accepted subject to verifica- 
tion of dieir membership in another plan by using a simple Trans- 
fer-In Acceptance Memorandum devised by the Commission. A job 
analysis and salary schedule for member-plans has been developed 
whi^ has improved operations in many plans. 

A National Health Service, Incorporated, has been established, 
whose function is to contact firms having workers in two or more 
plan vetu and to secure membership through one enrollment. Local 
may underwrite any portion of a national contract for mem- 
bers covered by it who are vdthin their enrollment areas. 
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THE president’s RECOMMENDATION 

Interest in prepaid hospital care plans was at one time so great 
that a determined move was made to incorporate the feature in 
Federal legislation. President Boosevelt in his Budget message to 
die Congress on January 5, 1942, recommended that hospitalization 
payments be made under the Federal Old-Age and Survivors Insur- 
ance system. One object was to increase the scope of the Social Se- 
curity system, and another was to restrict inflationary purchasing 
power, to reduce what was then called the “inflationary gap.” 

Members of the Social Security Board’s staff met with a Special 
Committee of the Board of Trustees of the American Hospital Asso- 
ciation, and the Joint Advisory Committee of the American Protes- 
tant and Catholic Hospital Associations early in September, 1942, to 
discuss various technical aspects of the recommendation. It was 
agreed that participation in the conference did not imply accept- 
ance or rejection by the participating associations of the President’s 
basic policies in the matter. The conference was merely to assist die 
Social Security Board in its further deliberations on the problems 
involved.*® 

Under such a plan as the one proposed, insured coverage would 
be more than 80 million, if dependents were included, and would 
increase, especially so if coverage should be extended to employ- 
ments not now included in the old-age system. It was estimated that 
the cost would be somewhere between 0.7 and 1.5 percent of pay 
roll, depending upon die cost of hospitalization and certain odier 
factors. 

Two basic payment patterns were discussed. Under one, cash pay- 
ment would be made to the hospitalized individual, or upon his 
assignment directly to the hospital. This was a “cash indemnity” 
plan. Under the other, prescribed amounts of service would be guar- 
anteed and the hospitals would be paid by the insurance system. 
Nei&er pattern was considered to be entirdy satisfactory by tiw 
representatives. 

Hospital representatives seemed to prefer that die Government 
deal direcdy with die individual rather than widi the hospitals, and 

**A summaiy of die discussions will be found in Heatings before tbe Sen- 
ate ComsnIUee on Education and Labor on S. 1606, 79di Ctmg., 2nd Sees., Fart 
8. H>. 1716-1724. 
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flnt tibe benefit should automatically be assigned to die bosj^tal, 
with the beneficiary having no discretion in die matter. But they 
appreciated the importance of making it dear to the worter that the 
Federal syston paid the hospital bill No doubt the fear of Govern- 
ment domination of hospitals accounted for this most peculiar tog- 
gesdon. An outright cash indemnity plan would be more logic^ 
although that would not guarantee payment to hospitals, and it 
would not necessarily guarantee the full amount of die hospital bill. 

Most hospital representatives believed that payment sh^d be 
related to ^ cost of providing basic hospital services in me indi- 
vidual hospitals and not on toe basis of average costs. rate 
would not necessarily exacdy equal costs for any individual patient, 
but would be reasonably related. And most of them believed ^^t no 
great difficulty would be encoimtered in arriving at a satisfactory 
figure for individual hospitals, and without the necessity for 'a de- 
tailed investigation of the costs of operation. It was agreed that the 
method of certifying benefits should be as simple as possible, but 
that it should insure that the hospital receive the benefit amount 
There was also substantial agreement that an advisory council 
should be constituted to assist in carrying out such a plan, should 
one be adopted. < 

There was unanimous agreement toat the growth and develop- 
ment of Blue Cross plans on a voluntary basis should be encour- 
aged, and toat the Government plan should be designed toward that 
end. But there was some difiFerence of opinion as to whether that 
was possible, especially if the variable-paym^it plan should be 
used. One representative argued toat if the Federal plan provided 
only minimum basic services, toen Blue Cross could supplement the 
Federal system by providing services over and above toe minimum, 
such for ecan^le as s^iprivate or private rooms, radiological and 
patitologioal services, and other specialized benefite. 

Ihe Presidait’s recommendation was not adopted by tiie Con- 
giess. 


COMMERCIAL HOSPITAL INSURANCE 

Private insurance companies have for many years provided hos- 
|fital |)en^s in connection with individual health-and-aocident 
tmd more recent^ as separate pdides. Ihere has been s 
nsoiked eaqMmsion m toe volume of to^ j^des in recent years, 
and toe immber of perstms digible for substantial hospitalteatioD 
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bfflKfits imito liiem is estimated to exceed tibxee mfilioa, aod inli* 
lioDS of otliers axe mititled to small payments in connection wiilii 
dividual health>and-accident polides. 

The hospitalization policies provide specified cash indemnity pay- 
ments, and they follow no standard pattern in their provisions. Eara 
company offers numm>us options to suit the needs of its customers. 

It may be said that roughly policies can be bought which pay fn»a 
$3 to $8 daily room benefits for from 30 to 90 days, plus additional 
allowances for specified services such as operating room, dressings, 
laboratory, etc., in maximum amounts of $100 to $300. The premiums 
would be from $25 up per year. Some widely advertised low-cost 
pl ying have so many exceptions and limitations that they provide but 
little protection. It is well to bear in mind die basic fact that compre- 
hensive hospital protection cannot be bou^t for a mere pittance. 

Commercial group hospital policies, mosdy sold by life insurance 
companies in conjunction with other types of insurance, have at- 
tained substantial coverage and are becoming increasingly impor- 
tant. By the end of 1945, there were over 31,000 master policies 
covering approximately 9,550,000 persons, of whom about 56 per- 
cent were employees and the remainder dependents. Premiums 
mnounted to about $55.5 million.*® Employees covered by such 
policies in 1935 were estimated at about 38,000, and dependents 
covered in 1941 at least 1,250,000. 

These are cash indemnity policies. Hospitals do not guarantee 
specified benefits and there are no contracts between hospitals and 
carriers. Altiiough the type of policy issued is very much the same 
in all companies, the specific provisions vary considerably as be- 
tween companies, and different policies will be sold by the same 
company. To a substantial extent, policies will be adapted to the 
needs and desires of the particular group involved. This fleribility oi 
(x>verage provisions, and the cash indemnity feature which elhni- 
nates fric^on between the insurer and hospital and meets in part the 
needs of large employers with employees in different parts erf tire 
country, are tnoking commercial group policies real competitors of 
Blue &OSS plans. 

Daily dollar room benefits are provided which will be paid m ca^ 
of hospitalization. In some policies, the actual cost of a specified 
kind of room accommodation will be paid, but not to exceed a maxi- 
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mom dollar amount per day. Policies usually allow 31 or 70 days 
per disability. In addition to the room benefit, actual expenses for 
specified services, such as operating and delivery room, x-ray, drugs, 
anesthesia, are allowed, subject to a maximum dollar amount such 
as 5 or 10 times the daily room benefit. Maternity benefits may or 
may not be included, and there may or may not be a waiting period. 
Usually all disabilities except those covered by workmen’s compen- 
sation laws are included. Dependents are usually included, if 75 per- 
cent of the employees having them enroll, but they usually are 
allowed lower benefits, and age limits of 3 months and 18 years are 
applied. \ 

Premium rates obviously vary with benefits provided, as well as 
between companies. Low premiums will buy only a small amount 
of protection, since there is no magic in insurance of any kind. The 
following are examples. The mon^y rate per $1 daily room benefit 
for a 31-day hospitalization period is 11 cents, and 12.2 cents if the 
period is 70 days, including immediate maternity benefits for female 
employees in groups where less than 11 percent are women and 
where there are no special health hazards. Where more than 90 per- 
cent of the employees are women, the rates are approximately 
double. Higher rates are applied if there are special health hazards. 

This is a single-rate structure. As with Blue Cross, there are 
double- and triple-rate policies where wives and dependents are 
included. Provision is made for adjusting premiiuns on the basis of 
experience, through rate changes or through dividends or retro- 
spective experience rating. 



CHAPTER TWENTY-ONE 


PREPAID MEDICAL CARE PLANS 


Medical prepayment plans are designed to spread die cost of med- 
ical care by pooling risks and costs, to reduce medical ov^head 
costs, or to stabilize the income of practitioners. A furdier objec- 
tive in many recent medical society plans is to forestall compidsoiy 
health insurance. 

In this country the first voluntaiy medical prepayment plans de- 
veloped in the mining and lumbering regions of Washington and 
Oregon, where settlements were small and usually far removed 
from large urban centers.^ Employees contracted with doctors and 
hospitals to care for workers injured in the course of their employ- 
ment, sharing the cost with the workers. Later those states required 
by law that employers and employees contribute to the cost of 
medical care for industrial accidents covered by their workmen’s 
compensation acts. Contracts were made by employers with hospital 
associations, commercial clinics, and later with medical society serv- 
ice bureaus, to care for the industrially injured. Many employers 
and employee groups then increased Aeir contributions in order 
to provide themselves and their dependents with medical care for 
nonindustrial illness and injury as well. The movement spread 
slowly to other areas. Group medical care plans developed rather 
extensively in the railroad industry. In recent years th^e has been a 
remarkable expansion in number and types of plans and persrms 
served. 

GENERAL CHARACTERISTICS 

As with all voluntary movements, there is more diversity dian 
unifor mity to be found in the many plans. Yet it is possible to dis- 

1 But see H. Ladd Plumley, Budgeting 0te_Coits of lUneu, Natiobal Indiis- 
trial Conference Board, 1947, ctop. vi, where the origin is sdd to have hmx in 
Tampa, Florida, a half centuiy ago. 
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tinguish between different types of plans and to describe die prin* 
cipal genial characteristics of die movement as a whole. The status 
of prepayment plans in 1945 is presented as a background to die de> 
velopment of medical society and Blue Shield plans, which now 
dominate the nonprofit movement 

l^jrpes of nana and Members. There are five different types 
of organizations administaing prepayment medical care. Funda* 
mentally they all have die same general objective of making it 
easier to pay medical bills. But there are basic differences in the 
various types. 

Industrial plans, which in 1945 accounted for half of thd total 
reported on, include those sponsored by employers or employes of 
a business or establishment and covering only ibe employees of that 
business or establishment These, it should be noted, are plans! that 
provide for illness and injury not covered by workmen’s comple- 
tion laws, although in many of them the same facilities are used for 
all injuries and accidents. Employers pay the medical cost in 16 
p«cent of the industrial plans reported on, employees pay the 
medical cost in 42 percent and the cost is shared by both in the 
remaining 42 percent Many plans which include employees of a 
business or establishment are not called industrial, because they, are 
not sp(»sored by the employer or employees of the business or estab- 
lishment Furthermore, the industrial plans sponsored by die em- 
|doyees alone could properly be included under consumer-sponsored 
plam. The number of industrial plans has become pretty well stabil- 
ized. In 1945, a total of slighdy less than 1.5 million persons were 
eligible for medical care under industrial plans, and of these about 
375,000, or 30 percent, were dependents of subscribers. Not aU 
plans include dependents. 

Medical Society plans are diose sponsm'ed by groups of doctors 
organized in mescal societies and are usually on a county or state 
ba^. They began in Washington and Oregon in the second decade 
of diis century as a result of state laws requiring employers and em- 
ployee to contribute to the cost of caring for industrial accidents. 
They represented what was called contracT medicine and the med- 
ical pnffesshm did not generally favor their spread. 

Recent^, howeve, (be Ameican Medicd Assodathm has 
oouraged pr^ayment plans. The number of such plans mote 
: 4ouUi^l3d!ween 1943 and 1945, the number r^wit^ in 1645 befiag 
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Table 70. Ntnnber Persons Eligil^ lor Care Under PMp^ 
moit Medical Care Organizati(»is, by Type of Organizatioo, 19^* 


Type of Organisation 

Number of 
Organiza- 
tions 


Total 

Subscribers 

1 

1 

Total 

229 

4,599,212 

2,388,150 

2,211,062 

Industrial: 

Financed by amployer 

19 

212,590 

90,180 

122,410 

Financed jointly by em- 
ployer andmployee 

• 47 

519,072 

340,383 

450,526 

178,689 

72,328 

Financed by employee 

49 

1 

522,854 

Medical society: 
Washington and Ore- 
gon 

22 

954,100 

354,100 

600,000 

Other states 

31 

1,640,256 

722,245 

918,011 

Private group clinic 

21 

287,825 

181,270 

106,565 

Consumer-sponsored : 
Financed partly by 
Department of Ag- 
riculture 

6 

23,553 i 

5,552 

18,001 

Other 

27 

326,060 

200,135 

125,925 

Governmental: 

War Food Adminis- 
tration and cooper- 
ating agencies 

6 

97., 300 

32,433 

84,807 

4^6 

'Other 

2 

15,602 

11,326 


S3. In some states, enabling legislation appears to be so word^ that 
medical society plans are given some measure of mon(^>ly oontibl^ 
Nearly 2.6 million persons were eligible for medical care under these 
plans in 1945, which represents 52 percent erf the total membetih^ 

Margaret C Klem, Prepayment Medical Care Oganizattons, Bnreaa of 
Research and Statistics Mmnorandum No. 55, Third Edition, Social SecairBy 
Board, 1945, p. 16. The totals ^en here do not include 376,638 persons d teft de 
m a redne^fee basis. For descriptions of some individual pans, see frpuBK 
Gdldinao, Vdkmtary Medical Care Insurance ki die United States, Cobnuda 
Uaivecsiiy Ptess, idm, diaps. 6-8. 

sSee AKord A. Linford, Hearings Before dm SentOe Commit on Etktftm- 
Uok and l 4 d)or on S. 1808, 7^ Gong., 2m Sess., Part 5, pp. 2582-21^ 
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of the 229 plans reported above. Membership in this type of plan is 
increasing rapidly and promises to increase for some time. The major 
factor accounting for this rapid increase in number of plans and 
enrollment was the movement to enact a national compulsory health 
insurance system, a movement which the organized medical pro- 
fession has resisted with every means at its command. Membership 
for the most part consists of employees in business establishments. 
A more detailed analysis of the plans is made below. 

Private group clinics constitute a third type. Many physicians, 
realizing the advantages to be gained by combining their skillsi have 
associated themselves together and practice as a private cunical 
group, generally using joint o£Sce facilities and equipment. In the 
beginning of this movement, a fee-for-service principle of payment 
was used, each patient paying for whatever service he received. In 
the course of time, the prepayment principle was adopted by soipe, 
and later its use spread. Many of these clinics contracted to care for 
groups. The movement had a fairly substantial development, but 
one which was interrupted by the recent development of medical 
society plans described above. In 1945, there were 21 group clinic 
plans among the 229 reported above and some 300,000 persons were 
eligible for medical care in them, which amounts to about 8 percent 
of the number included in the 229 plans. It is not probable that this 
type will continue to grow in importance, but in many cases the 
arrangements have proved to be satisfactory to all concerned and 
will therefore no doubt be continued. 

A fourth type is the consumer-sponsored plan. Groups of indi- 
viduals have in numerous instances organized themselves for the 
purpose of providing medical care on a prepayment basis. The 
grouping may consist of the members of a union, residents of a 
housing project, farmers in a county, or residents of a coimty, or any 
other logical group. The essential characteristic of this type of plan 
is that it is organized and directed by the consumers themselves. 
The organization either hires physicians on a salary basis, or con- 
tracts with them to provide the necessary services. A stafE is also 
hired to handle the routine business affairs of the group. 

Such organizations are not numerous, and they are almost without 
exception small. There is no reason to believe that they will increase 
hi importance. Membership in 1945 amounted to only 7 percent of 
tiie totol for the 229 plans, although the number of plans amotmted 
i; 14 percent of the total. Groups organized, operated, and financed 
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by the employees of a busmess, whidb in this dassificatum are in- 
cluded among the industrials, are truly consumer-sponsored and 
could logically be included imder ♦•bk title. 

The fifth type of plan is the governmental. So far as numbers ate 
concerned, this is the least important of all the types, accounting 
for only 8 of the 229 plans and having only sli^tly more than 100,000 
members. Nearly all of these were plans sponsor^ by the War Food 
Administration for seasonal farm workers recruited, transported, 
housed, or placed by the War Food Administration or a cooperating 
agency, and were largely financed by the Federal government 
Membership in the War Food Administration sponsored plans fluc- 
tuated considerably with the seasons, varying from 8 or 10 thousand 
to 40 or 50 thousand. At one time there were plans for employees 
of several of the National Parks, but they were discontinued during 
the war because the parks were closed to civilians. This type of 
plan was never of much importance. 

An important development of the past few years consists of dm 
medical care plans organized and operated by Blue Cross hospital 
care plans. They will be included with the medical society plans to 
be analyzed below. 

Total membership in the plans tabulated above was just under 
4.6 million early in 1945. It was estimated that approximately 6 mil- 
lion persons, or less than 5 percent of the noninstitutional populati<Hi 
of the United States, participated in some form of medical prepay- 
ment plan, including dependents who were merely entided to 
reduced fees for service. But this total does not include those par- 
ticipating in college student medical service plans, members of the 
armed forces, veterans, those eligible for medical care under work- 
men’s compensation laws, or under commercial insurance plans, or 
recipients of public assistance in Kansas who are covered by a pre- 
payment plan. These would add many more millions to the total, but 
how many is not known. The 6 million total does not include tihose 
who receive only cash disability benefits, nor those participating in 
hospital prepayment plans. 

Almost the entire growth in membership between 1943 and 1945 
was in Medical Society plans, and that is true of subsequent ^owd% 
as well. Such plans in Washington extended services to dqpend^its, 
and the medical profession generally became aggressive in se^htg 
members. Consumer-sponsored plans not financ^ by the gov^ao- 
ment more than doubled their membership, udiile mesnbee^ ha 
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gcn'ientomental plims erf all Idbiis shra^ Mranbership in indiatiial 
plans remained practically the same, but declined sU^dy in j^lans 
financed jointly by employers and employees. 

Depeodents accouided fbr 48 percent of the total persons e%3}le 
for medical care. Seventy percent of the dependents were in medi' 
cal society plans, and 17 percent in industriar plans. Nearly aU 
<rf tibe remainder were in private group clinics and consumer- 
qptmsored plans. It is worth noting that industrial plans financed 
entirely by the employees have the lowest ratio of dependents to 
subscribers. j 

Manbership ReatrictioiM. Voluntary prepayment medical care 
plans have frequently found it necessary to establish standaitk of 
admission in order to avoid or to minimize the influence of adWse 
selection. Thrae are many different kinds of restrictions, but\ the 
diree major types are the entrance physical examination, age limits, 
and income limits. About 25 percent of the plans, mostly industrial, 
consumer-sponsored, and governmental, have none of these three 
restriedems. 

Of the plans which have membership restrictions, nearly two- 
thirds have only one of the three types. The most common is die 
entrance physic^ examination, which is found in approximately! 45 
percQdt of the plans. However, in many of industrial plans the 
physical examination is a condition of employment and separate 
examinations for membership in the medical care plan are not re- 
quired. Age limits, particularly in organizations providing care for 
sulncriber dependents, are the only restrictions found in 16 percent 
of the plans having restrictiom, and thty are of course applicable 
dmost wholly to the d^iradents. Fewer dian 7 percent have onty 
income Bmitations. 

Of the plans having restrictions, nearly 30 percent have two of the 
fij^iree typra mentioned above. Most of them, 70 percent, m(^y in- 
duririal, condiiiie entrance physical and age limitations; nearly 24 
pmiait combine age and income, and a ne^gible number combine 
physical entranceand income. More than h^ of the medied sodety 
{dans either set maximum income limits to membershty or provi^ 
■0a.t those with more tihan a specified inccane may be dharg^ extra 
4br services rendered. Ihe latter thus partake <rf the nature of cadi 
Jlprffeimiity {dans. 

r^r^^Less duin 1 percent of the plans having r«rfrictions have aSk doee 
«a^^idMse types. 
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Bcnefiu. Volaatmry prapayme^ medicai cun pkns 
provide restiiofeed benefits, pardy cm acooui^ ctf Ibe eost bmdved 
and partfy in order to avoid unfavorable sides. Among fbe moat 
cemunon exdnaons aie the treatmexA f(£r cemditiogas existing beh»e 
membership is acquired, mental diseases, tubercuk^is, chronic S* 
nesses, maternity exure for the first 10 mon^ of membership, nuisiBg 
care, dental and eye service. These are not exduded in <dl plans, to 
be sure, but they are excluded in most, and where they appear th^ 
are usually included in only moderate amounts. It is diOScuIt to 
summarize the services provided, but the following generalizations 
should be helpful 

Most oi the persons eligible for care on a prepayment or reduced- 
fee basis are eligible for hospttalizaticm and physician’s care for 
medical and surgical cases in home, ofiBoe, and hospital Ihis is true 
of 60 percent o( those covered by the 229 plans summarized by 
Margaret C. Klem of the Social Seesurity Administration. Abcnit 11 
percent are entitled to hospitalization and physician’s care in hos- 
pitals only, half of these for medicxd and surgical cases and the othOT 
half tor surgical cases only, and abemt 23 percent were eligiUe only 
for hospitalized surgical care. Distinct variatiems appear as between 
the different types of plans. 

Medical society plans in Washington and Oregon are die most 
liberal of tdl private plans in regard to benefits. They all provide 
hospitalizatiem and physicians’ services for medical and surreal 
cases in home, ofiBce, and hospital for all members. Odier mescal 
society plans are much less liberal allowing for the most part only 
physicians’ services for surgical cases treated in hospitals. It dumld 
be noted that nearly all persons in prepayment medical care plans 
who are not eligible for hospitalization under those plans belcmg to 
Blue C^oss hospital service plans. Early in 1946, approximately 2 
miUion Blue Cross members wore also memb«rs of medically-iposi-' 
sored prepayment plans for medical care. When mecfical sociedes: 
outside <ff Washin^on and Oregon first began their plans, they 
vided very liberal benefits and low rates, but after some esqMximiee! 
th^ gave up attempts to provide compr^ensive benefits, argutog; 
that ^ cost of oomprehe^ve benefits nudees such prognmis uto- 
acceptoble to the public.* 

* Statement from the Council on Medical Service and PnUio RelidieBS of 
tbe AmeriM Med^ Awoetot to a , in Senate Hwring* on S. ISOS, TBihlOpiK,, 
2Bd.$e^ Fart 2, jp. €70-671. . 
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Industrial plans are the nert most liberal. Nearly 80 percent of the 
members are eligible for hospitalization and physicians' services for 
medical and surgical cases in home, office, and hospital. Private 
group dinics provide almo^ as broad coverage. About 77 percent 
their subscribers are eligible for hospitalization and physicians' 
services for medical and surgical care in home, office, and hospital 
ConsumeT'^ponsored plans are least liberal, only about 58 percent 
of their subscribers being eligible for the broadest category of bene- 
fits, these being mostly in plans financed in part by the Department 
of Agriculture. The fact that a substantial number of these plans 
are in rural areas, where incomes are low, no doubt accountsi for 
the meager benefits. Government-sponsored plans are as liberal as 
the industrial, all their members being eligible for hospitalizadon 
and physicians' services for medical and surgical care in home, office, 
and hospital. \ 

Very little dental care is provided under medical prepayment 
plans. In the 229 plans reported on above, 54 percent of the par- 
ticipants were eligible to receive dental care, but only about 25 
percent were eligible for substantial amounts and 40 percent of 
th^e were eligible on a reduced-fee basis. 

Diagnostic x-ray service was available to 20 percent imder pr^ 
payment plans and 6 percent more could get it at reduced rates; 
eztracticms were available to 13.1 percent, prophylaxis to 5.4 per- 
cent, and fillings to 5.3 percent. About 5 percent additional were 
dligible for each of the last three services on a reduced-fee basis. 
The total number of persons eligible for dental care declined slightly 
between 1943 and 1945, despite a substantial increase in the num- 
ber of persons covered by medical care plans. 

Medical society plans outside of Washington and Oregon supply 
practically no dental care whatsoever. Approximately one-third of 
those covered by industrial plans and private group clinic plans re- 
odve none. Nearly 20 percent of the participants in Washington and 
Oregon medical socie^ plans, nearly 33 percent in industrial plans, 
and nearly 60 percent of those in consumer-^onsored plans are not 
eligible for dental care. More dian 99 percent of the participants 
hi governmental plans are eligible for dental care and practically 
ill of than for substantial amounts. 

Of die 5 million eligible for medical care in 1945, 2,200,000, or 
idxMh 44 peromit, were entitled to spedal-duty and visiting nurse 
iervme or bodi. Half of these were in industrial plana, 37 percent in 
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Washington and Oregon medical society plans, 7 peroeid; in pil^wte 
group clinics, 5 pms^t in governmental plans, and 1 percent bi 
consumer-sponsored plans. 

Special-duty niirsing service is more commonly available than 
visiting nurse service, and in 1945 was available to more than one- 
third of all those eligible for medical care. More than 80 percent of 
the participants in Washington and Oregon medical society plans 
were entitled to spedal-dufy nurse service only, and 4.2 percent of 
those for visiting nurse service as well. Other medical society plans 
allowed neither. About ^ percent of the participants in industrial 
plans were entitled to receive special-duty nursing only, about 17 
percent were eligible for visiting nurse service only, and nearly 10 
percent were eligible for both. Private group clinics provided special- 
duty nursing only and nearly 40 percent their participants were 
eligible for that. Governmental plans sponsored by the War Food 
Administration provided visiting nurse service only, but supplied 
that to all participants. 

Ph 3 rsiciana and Nurses Participating. The number of physicians 
who are associated with prepayment medical care organizations is 
not known. But in 1945, more t^n one-third of the practicing physi- 
cians of the country were so associated. A total of 764 were serving 
on a full-time and 6760 on a part-time basis. The others, approxi- 
mately 36,000, were treating plan members under terms of the plans. 
The amount of time devoted to insurance patients by participating 
physicians is not known, but it could not average very hi^ During 
the war years, the number of physicians associated with these plans 
declined, but increased again after demobilization of the armed 
forces. 

Industrial and group clinic plans are for the most part served by 
full- and part-time physicians. This results almost inevitably from 
the nature of those plans. The others are served primarily by par- 
ticipating physicians, and this is overwhelmingly true of all medical 
so<jety plans, including those in Washington and Oregon. Medical 
society plans generally prorate available insurance funds among 
participating physicians on a fee-for-s«rvice basis in accordance 
with a sdhedule of fees established by the medical profession in the 
area served. There is free choice of participating f^ysidans the 
insured. 

Nearly half of die prepayment o^anizatkms employ rendered 
{vdessional nurs^ on a full-time basis, and in additkm smne eo^ploy 
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^pedal nuz^g service needed. In Id^ tibere were 2(^ folt* 
time xnurses a3q>loyed by 22& prepayment medical care organizn* 
tions, sli^dy fewer than ware employed by 214 m^anizations in 
19^. Thm would undoubtedly have been more but fa: the war^ 
time dKHtage of nurses available to civilians. Some, but not many 
of these, woihed in hospitals owned by the plans and a few gave 
visiting nurse service, but most of them simply did what is dcme 1^ 
the nurse of a physician engaged in private practice. 

Nearly 64 percent of the 2092 nurses on the sta£Es of the 229 or- 
ganizations mentioned above were employed by industrial Allans, 
and 64 percent of those were employed by industrial plans finmced 
wholly by employees. Private group climes were also well stwed 
with nurses, as were governmental and consumer-sponsored plans. 
Only a iw^gible number were employed in medical soddty pl^, 
which had 1.2 percent of the total ' 

The American Nurses Association and the National Organization 
for Public Health Nursing have a joint committee on medical pre- 
paymoit plans which suggested a musing program that might be 
added to such plans. 

The program would provide all types of nursing service when it is ntost 
needed; that is, special duty nursing service in the hospital at in the hetoe 
for all serious conditions or tor illness requiring continuous nursing care 
and a visiting nurse service in the home for a condition or illness requiring 
part-time dolled nursing care. The services proposed for inclusion in the 
contract are as follows fenr each individual covered: A maximum 12 
visits of one hour each in the home by a visiting nurse, and 9 periods of 8 
hours each of special private duty nursing service in the hospital or home. 
The organization wotdd pay $1.25 for each visit a visiting nurse, and 
$5 for each 8-hour period of special private duty service. The total ex- 
pense of diese two services should not exceed $60 per year for each indi- 
vidual. The cost of such service is estimated at approximately 40 cents a 
month for each individual subscriber and 90 cents a month for each 
&m%.* 

MEDICAL SOCIETY AND BLUE-CROSS PLANS 

Late in 1945, the American Medical Association decided to pro- 
aggressivdy the establishment of new, and the es^pansion of 
mds&g, ntedhal cate plans controlled by local medical societies. 

* C. Kkm, Hmirlngt before the Senate Commiaag on Edue^itbm 

4 md Leifor on S. 1606, 796> Cong., Sod Sess., Part $, llOl-llOS. 
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Siuoe diea, sudi planis have increased in ntuhbmr and ernnllaaei^ h| 
diem is larger than in any crther type. Th^ now cmuftitute the n^or 
dement in the voluntary movement, the eloEneot; whidh will eii^axd 
most rapidly, and it is desirable to make a brief separate andysis 
of fhem. The medical care plans establidied aid (grated Kue 
Cross organizations are of same general kind and are included 
l^re for analysis. By the beguming of 1947, diere were 44 plans, 
counting Washington and Oregon as one each, and membordiip in 
them was approximately 4.5 million. On December 31, 1953, dieie 
were 76 plans and the total enrollment was 28.1 million, 14.5 million 
being subscribers and 16.6 million dependents. Approximately 62 
percent of the enrollment was in 12 plans each having more than 
500,000 members. The 11 smallest plans had an enrollment of 745,- 
901, or 4.0 percent of the totaL^ 

Benefits. Benefits provided are made to vary according to the 
type of contract offer^. The most limited contract offers surgical 
and obstetrical care. Some of these contracts cover surg^ and ob- 
stetrics only in a hospital, while others include office, and still others 
offer them anywhere. Sinc^ nearly aU persons participating in these 
plans are also members of Blue Cross plans, the restricticHis are not 
especially important. However, maternity benefits are usually avail- 
able cmly after a waiting period of 9 or 10 months. Preexisting conffir 
tions are usually either excluded or covered only after six months or 
one year of membership. X-ray, anesthesia, and other sorvices may 
or may not be included, depending usually on whethor they are to- 
cduded in the companion hospital care plan. Nearly three-fourths 
provide x-ray, usually in limited amounts pa: admission or year. 
Some provide dectrocardiograph and basal metabolism tests. More 
than one-third of all the plans operate under some variant of this 
general type of contract. 

Half of the plans have more extensive coverage, including, in 
addition to surgery and obstetrics, hospital calls by physicians, tlsu^ 
ally, only calls beginning with the fourth day of hospitalization are 
covoted, die first three being paid for by the patient Cenera% 
there are limits on the number of calls included, rang^g firom 17 to 
42 per year. 

* Louis S. Reed, Blue Crou and Medical Care Plane, Federal .Seeuidto 
Agsocy, U.S. Public Healffi Sendee, 1947, Farts Q, HI, and IV: A ssocialed idea- 
iw Blaus, EanUment Reporte, Blue Shitid Phna, Pint Quarter 
TaUe t- EnrtMmeni Bepertv, 1953. 
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A very few plans ofiFer office and h(»ne calls in addition to the serv- 
ices included in the two contracts described above. Some of these 
require that the subscriber pay for the first two visits. But this type 
of coverage is not making any headway. On the contrary, the tend- 
ency is for medical society plans to abolish or restrict it, although 
die pressure of public opinion is in the opposite direction. 

In die movement’s early days, most plans had an overall dollar 
limitation on the total amount of benefits that would be provided 
under any one contract. But experience proved this to be unneces- 
sary and at the beginning of 1954 only four plans were still follow- 
ing the practice. 

Premiums. There is but litde uniformity in the rates changed 
by the different plans. In part this is because of the differences in 
the benefits provided and the cost of those benefits as between uie 
many plans. Within any one plan there may be different combina- 
tions of benefits offered as options. And membership may be on an 
individual or group basis. Furthermore, rate structures are con- 
standy changing, to reflect increasing benefits and changes in the 
general level of prices. 

For a family, the subscriber being covered as a member of a 
group, the monthly premium rate in 1953 for surgical benefits oiily 
ranged in 30 plans from $1.00 to $3.75; it was most commonly be- 
tween $2.25 and $2.75. For contracts providing surgical and in- 
hospital medical benefits, the range in 51 plans was from $1.75 to 
$6.45; most commonly it was between $2.50 and $3.00. For the 
broadest coverage, namely surgical and general medical benefits, the 
range in 6 plans was from $2.75 to $7.^. The rates to single indi- 
viduals covered as members of a group were of course lower. Non- 
group contracts, whether one-person or family, were somewhat 
higher and were payable on a quarterly or semiaimual basis. 

Phjnician Participation. Any licensed doctor of medicine is 
usually permitted to participate if he wishes to do so, and some 
plans also permit osteopaths to participate. In a few plans, only 
doctors of medicine who are members of dieir local medical societies 
are admitted to participation. In about half of the states with special 
enabling legislation, only doctors of medicine are allowed to par- 
tidpats. 

But not all of diose who are permitted to do so actually partid- 
pate. IhiRe are relatively few plans in which as many as 90 percent 
(ff those digible partidpate. Only where die medical sodety v^or- 
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ously pushes ^ plan do a substantial number of doiHors ttdce part. 
Thea’e are many reasons for nonpartidpation. Some doctors are op* 
posed to the prepayment principle, some object to service baiefits, 
insisting that the cash indemnity prindple ^ used, some fear the 
plan schedule will “fix” their fees to nonmembm, some objedr to 
certain details of the plan, some think they can do better for tibem* 
selves outside the system, espedally specialists whose differential 
skill is not adequately remunerated in plan schedules, and some are 
simply not adequately informed. 

Three plans, California, Montana, and New Mexico, do not obli- 
gate themselves to pay benefits unless a partidpating physician is 
tised, not even cash benefits to the subscriber. Of the others, ei^t 
obligate themselves to pay the same amount irrespective of whedier 
or not the physician is partidpating, but usually only for emergency 
treatments. Tbe others reserve the right to pay less. where a ntm- 
participating physician is used, the rate being either 50 or 75 per- 
cent. However, not all of these plans adhere to this contract provi- 
sion and tibey pay the same rates to all physidans. In some plans, 
payment to a nonpartidpating physician in die same area is at a 
lower rate than to a nonpartidpating physician not in the area. 
Amounts paid where nonpartidpating physicians are used are die 
dollar allowances for services or the amounts that would have been 
paid to a participating physician, or the percentage specified where 
less is paid. 

Service vs. Cash Indemnity. The extent to which benefits (ff- 
fered to subscribers are in terms of service to be rendered rather 
than a cash indemnity for specified contingendes is not as great in 
Blue Shield plans as in Blue Cross plans. The medical profession 
for the most part insisted on keeping its sliding scale of fees. In 1946 
only four plans having 9 percent of the total enrollment wcto re- 
ported on a straight service basis, where the benefits promised were 
available to all subscribers without any additional charge, and this 
was substantially the case in 1954. 

More dran half of the plans provide a combination of service bene- 
fits and cash payments. For those members whose annual income 
falls below a specified level ranging from $1500 to $6000, but most 
commonly between $2000 and $3000, benefits are on a service basis. 
In recent years the general wage and salary levds have increased 
substantially, but the plans have been slow to raise thdr income 
limits to meet these increases. Partidpating physidans agree to 
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aco^ tiieir services tiie fees ested^hed and pa^ to die doo>' 
tes by tbe plan. Members rnddi incomes above die specified fimd 
may he charged extra by die physician, die extent (d die extra 
dmrge being determined by the physician in each individual case. 
Hiis is another way of saying that for the higher-income group the 
[dan grants dollar allowances for surgical and medical care. It is 
more commcm to find this benefit-cash rule applied to surgery than 
to medical care. It is worth noting that diere is a tendency for 
physicians to accept from all member patients the fees established 
by the plan; this is especially true for members whose incomes do 
not gready mnseed the limits set in the plan contract 

There are some plans, relatively few in number, diat do toot 
offer any service benefits but are stricdy on a cash indemmty ba^. 
Sudi a plan has only dollar allowances. In 1952, 19 plans provic^ 
surgical coverage on this basis, 13 in-hospital medical care also, and 
3 general medical care as well. In general, plans offering only cash 
in^temnity allow a lower amount than do the service-ca^ plws for 
the same contingencies. The effect of a cash indemnity plan is to 
jnotect the physician’s income rather than the patient’s financial 
status, although it does offer die patient some protection. 

Services are imderwritten by physicians in more than half of dte 
{dans. The doctors participating agree that they will render die 
services prconised irrespective of the condition of the funds. This 
has meant at times tak^g reduced fees. The enabling acts of some 
states require that the plans be underwritten by doctors. Physicians 
have the option of withdrawing from participation on short notice, 
firom 15 to SO days, or with no notice at all. It does not follow, to 
be sure, that any appreciable number of them would withdraw 
should a plan experience difficulties. In the indemnity plans there 
are no contracts with physicians, since service benefits are not sold. 


CtografawtiMb Nearly all of die medical care plans are organ- 
ized as coi^(wations, but a few of them are mutual insurance com- 
pontes and one is organized as a stock insurance company. Ihe 
laedical profesaon is definitely in control of the Boards of Directors, 
la 17 of die special enabling acts it is required that a majority be 
jpysicians, and in four states all or a majority must be approved by 
Ha stete inedical society, which is a componmit partof the Ani e rii ca m 
Medical Aswctetion. Most of dmse plans have pulffic rcpreseirtatives 
dftdidr Bdards, but dny are named the medical pr^esdon. Ihe 

provierm, designed to protect die public 
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iia»rest, wliidi requires diat llie Governor appoiat two mentbeis ol 
tlie Board to represent the puUic. The {dans organized by the Blue 
Gross ho^ital plans automatically have public te^esartatfves on 
dudr boar^. 

Like hospitol plans, most medical care plans are not gaierally 
considered to sell insurance, but they are subject to a minor degree 
of suparvision by the state insurance departeents. As a role they 
are exempt from state and local taxes. 

Executive directors of medical plans are practically all laymen, 
and in many cases they -are the same persons who administer Blue 
Gross hospital plans. Professional physicians have not generally 
proved to be good administrators. Usu^y a medical man, d.ther on 
part or full time, interprets physicians' bills for service rendered and 
their reports and fulfills a liaison function with participating doctors. 
There is a medical committee to review questionable or doubtful 
physician claims. 

In view of the medical profession's bitter opposition to compulsory 
health insurance on the ground that services would be controlled, 
the following quotation is of special interest 

In plans providing ofiBce and home calls, controls are necessary to pro- 
tect the plan against bills for unnecessary services. The controls (which 
go beyond ofiBce and home calls) utilized by the King County Medical 
Service Bureau in Washington, may be cited as an example. This phut 
will not pay for an operation, except in emergoacty cases, unless there was 
{Rior consultation and the physician ccmsult^ agreed to die necessity for 
the operation. Tonsil and hernia cases will not be paid for unless die 
{dan's medical director has himself mcamined the patient In cases where 
the physician desires to reconmend extensive labcmtory and Xnray work, 
he must receive die medical director's approval before ordering thme tmts/ 

In about half of the plans, the medical and Blue Gross plans are 
dosely allied. Usually each is organized as a separate cmporation, 
with separate Boards of Directors, but administration of the medteal 
plan is performed by Blue Gross. In odimrs bodi are s^^iait^ have 
difftnrent executive directors, but Blue Gross performs some admjB^ 
istrative functkms, such as enrollment and billing. There ate sevtet 
medteal care plans organized and operated by Bhse Gross, and in 
diese &e management of die two is ntoiticaL There are smne ioK 
stanoto in whicdi Blue Cross and medical pbms ate in compelitkm.. 

^ ZrfOitb S* Bead, tyi. dt.# p. ^94. 



AMERICAN SOCIAL INSURANCE 


(^laratimiB. Data on operations of medical care plaxis are now 
adequate to present a summary view. Flans that blazed the way 
had little to go on in building their rate and service structures, and 
it was inevitable that some of them would experience di£Sculties. 
Those plans which offer comprehensive service benefits have in g^- 
eral experienced the greatest difficulties. It is quite probable that 
always there will be scnne plans that for one reason or another will 
have net operating losses. That has been true in the Blue Cross 
movement However, the financ^l experience of the nonprofit ; 
cal care movement as a whole has been satisfactory. 

Summary data on 75 plans at the end of 1953 show the foUo^^g 
highlights: ^ 


Total assets 

Income earned during year 
Medical and surgical expense 
Operating expense 
Net income for year 
Total reserves at year end 


$ 174 , 392,601 

316 , 923,789 

254 , 485,869 

35 , 632,184 

26 , 805,736 

106 , 480,840 


The ratio of medical and surgical expense to earned subscriptiop 
income consistently remained slightly below 80 percent until 1953, 
when it was 80.3, indicating that a substantial degree of operating 
stability has been achieved. The ratio of operating expense to 
earned subscription income steadily declined, from 15.4 percent in 
1947 to 11.24 percent in 1953, reflecting increasing size and improve- 
ments in efficiency. Operating costs are somewhat higher than in 
Blue Cross plans, partly because there are more billing and paying 
operations per case. The movement as a whole was in good condi- 
tion with respect to reserves, having enough to pay benefits and 
operating expenses for 4.14 months. Only 10 plans had operating 
deficits for the year, totaling in amount less than 0.4 of 1 percent (ff 
earned income. 

National Coiirdfaiation. The American M^cal Association has 
sponsored Assodated Medical Care Plans, a nonprofit corporation 
OQtiirfsting of approved state and local medical society prepayment 
{dans. The principal function of this organization is to ^nsor, 
oc^rdinate, and astist approved state and local prepayment plans in 

8 Associated Medical Care Hans, Finanoial Reports, Blue Shidd Plans for 

aeYeufJim. 



REPAID MEDICAL GAB£ FLANS 500 

such matters as methods, coverage, operations, and actuarial 
The corporation will also cany on research, advise on administra- 
tive policies and procedures, distribute literature and information 
to the public as well as to members, and attempt to bring about 
co5rdination and reciprocity among plans in the matter of transfer 
of membership, development of national enrollment among large 
enterprises, and contacts with governmental units and naHnn^l 
agencies. Flans which conform to established standards are per- 
mitted to designate themselves as Blue Shield plans. State and local 
medical plans will, however, continue to be autonomous. This organ- 
ization and the Blue Cross Commission have been put under a single 
director and will as far as practicable coordinate their activities. 

The American Medical Association, through its Council on Med- 
ical Service, will formally accept medical society plans that conform 
to prescribed standards. Acceptance, which is normally for a period 
of two years unless revoked, grants the plan the right to print the 
Council’s seal on the official papers and promotional or display ma- 
terial. The following standards have been prescribed: 

1. The prepayment plan must have the approval of the state medical 
association*-or if local, of the county medical society in whose area it 
operates. 

2. The medical profession should assume responsibility for the medical 
services included in the benefits; the medical profession is qualified by 
education to accept responsibility for the character of the medical services 
rendered. 

3. Provision should be made for a medical director acceptable to the 
county or state medical society, or a committee appointed by either of 
these groups, to adjust difficulties and complaints. The medical dixector 
or committee members may be paid on a per diem basis for the time in- 
volved in handling such matters. 

4. There should be no regulation which restricts free choice a 
qualified doctor of medicine in the locality covered by the plan who is 
willing to give service under the conditions established. 

5. Ihe method of giving the service must retain the personal, ccmfiden- 
tial relationship between the patient and the physician. 

6. The plan should be organized and operated to provide the greatest 
possible bmefits in medical care to the subscriber. Honesty of purpose and 
sincere consideration of mutual interest on the part of the subscribm, 
the physicians and the plans are presupposed as necessary ccmsiderations 
for successful operation. 

7. The duties from subscribers throu^ premium rates should be 
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ijiialB lo psovide fear the b^i^ts offered and the ridb involvad. Jn de» 
tennining sudi factxars the council wiO utilize the esqpaieiioe of 
plans th^ are and have hem operating successfully, but will not disoour-< 
age experiments in other types of coverage provided such experiments are 
limited in scope and capable of scientific evaluation. 

8. These benefits may be in terms of cash indemnity or service units. 

Where ben^ts are paid in cash to the subscriber it must be clearly stated 
that these benefits are for the purpose of assisting in paying the charges 
incurred for medical service and do not necessarily cover the entire cost 
of medical service, except under specified conditions. / 

9. Subscribers* contracts must state clearly the benefits and condmons 
under which medical services will be provided or cash indemnities paid. 
All exclusions, waiting periods, and deductible provisions must be dwly 
indicated in the promotional literature and in the contracts. 

10. Promotional activities must be reasonable without extravagantW 
misleading statements concerning the benefits to the subscribers. In ap 
proving promotional material the council will endeavor to indicate the 
type of statements which are acceptable and the nature of those consid- 
ered objectionable. It is not the function of the council to edit all copy 
word for word and sentence for sentence, but rather to indicate the gen- 
eral type of revision required in any given piece of literature. It exp^s 
the spirit and intent of such objections to be observed in the remainder 
riw copy not specifically criticized. Promotional activities will include any 
devices for informing die public or the profession. 

11. Enrollment practices shall be based on sound actuarial principles 
such as will not expose the plan to adverse selection. Group enrollment is 
recommended until further experience warrants the accceptance of in- 
dividuals. 

12. It is und^stood that the plan of organization will conform with 
state statutes and that the plan will operate on an insurance accounting 
basis with due consideration for earned and unearned premiums, admin- 
istrative costs, and reserves for contingencies and unanticipated losses. 
Supervision should be imder the appropriate state authority. 

13. Each accepted plan must submit periodic reports of financial and 
enrollment experience in the manner prescribed by ^e coimcil.^ 


COMMERCIAL POLICIES 

fCommerdal group medical care insurance is a relatively recent 
^ilvtiiopnient, surgic^ contracts dating from about 1936 and medical 

^Unit^ States Senate, National HetMi Frogram, Haaringt Bsjfwa ^ 
CtmoMed on Education and Labor on S. 1606^ 79th Congi Sm $ess.» 
pp. SS&-356. 
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eare contracts from 1940.^^ They are sold fay life and casual^ iia«r* 
ance companies, about 87 percent of die surgical and S9 pmoent of 
tlie medical contracts being sold by eight life compmiies. Casualty 
cmnpanies have been more venturesome in die sale of medicd cate 
contracts. 

It is estimated that at the end of 1953 approximately 18 million 
persons were covered by group policies and 13 million by individual 
policies. Data on how many persons were included undm’ eadi 
the mafor benefit combinations are not available. Consequently the 
extent of the protection offered cannot be indicated. Coverage in 
terms of numbers and benefits has been ino'easing rapidly. 

A smgle one-year master renewable policy covering the group is 
made out to the employer or association. Where the entire premium 
is paid by the employees, there must generally be a minimum of 25 
or 50 persons, and with at least 75 percent of them participating. Em- 
ployers geneally pay all or a part of the cost, and some companies 
will not write such policies unless they do, particularly if enployees’ 
dependents are included. New employees are included after what 
amounts to a probation period, usually of three months. This elimi- 
nates floaters and reduces the element of advarse sdecAion. Protec- 
tion continues only so long as the insured is a member of the group, 
anployers usually paying the premium during temporary unemj^oy- 
ment. Coverage ends with the month in which the employmeat rda- 
tion^p is terminated. Any individual, on leaving tiie group, may 
convert his group policy into a standard individual policy at standard 
rates. 

Commercial companies have different ^rpes of contracts, similar 
in kind to those sold by nonprofit medical care plans. 

The most limited is the surgical type of contract, with or without 
maternity ben^ts. This {vovides reimbursement of surgical ,ai^ 
obstetric^ fees paid, to a maximum provided in a sihedule. Hie 
reimbursement is made whether surgical care is received in or (art 
of a hospitaL Usually die maximum payable is $150 for any one disa- 
bility, although some companies seU policies that will pay di^Ement 
proportions the schedule to fit the needs o£ different c ommuniti es. 

Pr ftmiMms oonsist of a basic rate with loadings finr the px^crtiipD 
of feacuJes in the ^oup, and f<a d^per^ents, with <xr withocrt dhrtset* 
rical benefits, and if obstetrical bmmfits are providecl, then wfih 

Lnuii S. Reed, Shut Cnm and MtiUid Cm Plsnr, AfpSn^ 

H. Ladd Rhunky. iSm Cott$ of V< 
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immediate or defened bmi^ts. Thus the basic monthly rate for a 
group with less than 11 percent females might be 40 cents, for a 
famify with obstetrical ben^ts excluded, $1.20, with obstetrical 
benefits deferred for nine months, $1.55, and with immediate ob> 
stetrical benefits, $1.90, this dropping to $1.55 after the first year. 

Some companies sell surgical contracts which also provide med- 
ical calls in hospitalized cases. The amount allowed per call is 
specified, such as $3.00 per day, for a maximum of say 50 days. The 
amount paid is the doctor’s charges, but not to exceed the specified 
sums. For this there is a premium charge stated in terms of (the 
number of dollars allowed per day of hospitalization, such as p.5 
cents per mcmth. Fch: a surgical call benefit of $4.00 per day, the rate 
would be 4 times 3.5, or 14 cents per month. 

There are now some companies that sell contracts covering med* 
ical calls, in hospital, office, and home. Here again, the contracts 
{MTOvide for the payment of specified dollar amounts, such as $2 or $3 
for an office call and $3 or $4 for a home call. There is usually a two- 
visit deductible clause providing that the patient pays for the first 
two visits. Only one visit per day is paid for, but without limit on the 
number of visits per year. The premium charge could be 90 cents 
per month for a single employee and $2.60 for a family, with a 
maximum o{ 50 visits per year for dependents. 

A recent development in commercial insurance is major medical 
expense coverage, designed to meet the heavy cost of prolonged 
disability. Maximum benefits range from $2500 to $10,000. There is 
a deductible feature which requires that the insured bear a part of 
the cost. This type of policy may be used to supplement ordinary 
hospital, surgicd, and medical care, or it may be used by persons 
who can afford to bear ordinary expenses but who want what is 
essentially catastrophe insurance. As yet very few have ffiis cover- 
age-somewhat less than 700,000 at the end of 1952. 
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CASH SICKNESS BENEFIT PLANS 


Prepaid medical and hospital care plans are designed to provide all 
or part of the medical and hospital care result^g from illness or 
disability. Most victims of illness suffer in addition a loss of income 
through inability to work. 

Many attempts have been made to secure enactment of laws pro- 
viding cash payments for temporary disability resulting from non- 
occupational sickness and injury. Several states have now enacted 
such laws, and the Federal government has provided a system for 
the railroad industry. These laws are all integrated with unemploy- 
ment compensation acts, and th^ may be thought of as extensions 
of the benefit coverage of those acts, in the sense that they pay for 
unemployment resulting from sickness and injury. Some integration 
is feasible and desirable because both systems cover the same work- 
ers, the same wages and pay rolls are used for benefits and taxes, 
the same machinery can be used for collecting taxes and paying 
benefits, duplication of benefit payments can be more easily pre- 
vented, and if one is desired a combined maximum benefit can be 
more easily administered. A description of the basic features of dm 
laws follows. 


THE RHODE ISLAND PLAN 

By the spring of 1942, the Rhode Island Unemployment Com- 
pensation Fund had accumulated a substantial surplus, the balance 
in the Trust Fund account being about $30 million. D^sits in the 
fiscal year 1941—1942 plus interest amounted to $15,8364SOO and 
withdrawals for benefits to only $4,352,000. The ratio of benefits to 
collecticms Irmn the beginning through June of 1942 was 38.9 bx 
the country as a whole and 51.9 for Rhode Island. A part of 
money in die Trust Fund was contributed wodcers. Consideiahie 
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p%ssuie for a sick ben^t law developed, to be financed witb tbe 
empk^ee unemploymacit compensation contributkms. 

'file state legislature acted swiftly in enacting the first American 
cash sickness compensatien kw. The bill was introduced on Mardi 
18, 1942, passed on April 23, and was signed by tihe govemca: and 
became effective <m May 10, 1942. Benefits first became payable in 
April 1943, because that was the beginning of the uniform unem- 
ployment compensation benefit year. The system was integrated 
witib tmemployment compensation to the fullest possible ertent, 
having die same administrative machinery, wage credits, and pasic 
eligibfii^ conditions and disqualifications wherever possible. Ut is 
wmrth noting that a process of differentiation between the two^^- 
tems has set in. 

Coverage. The Rhode Island cash sickness benefit system lias 
mcacdy the same coverage as the state’s unemployment compensa- 
tion system, except that members of certain religious sects are not 
cmnpulsorily included. Service for employers of four or more differ- 
ent individuals on 20 or more days in either the current or preceding 
year in all activities except agriculture, domestic service, govem- 
namit, and certain charitable and educational institutions is include 
Between 250,000 and 285,000, or about 90 percent of the state’s 
workers, are covered. Coverage is predominantly in manufacturing 
such as textiles, iron and steel, transportation equipment, with a 
fairly high ratio of women to men in the system as a vhole— 41 in 
October of 1943. 

The problem of persons believing in faith healing was solved in 
1943, by the ^ple device of exclusion. Any employee "who adhares 
to the faith or teachings of any church, sect, or denomination ajod 
in aocmdanoe with the creed, tenets, or principles, depends for heal- 
ing upon prayer or spiritual means, in the practice of religion,’* is 
iasiNBpt from die act and excluded therefrom. Exemption is horn 
taxes as well as from benefits. Tbe employee must file with the state 
and- widi his en^loya: affidavits in duplicatejtating that he adheres 
to such a faith and disclaiming all benefits under the ac^ The affi* 
davits must state the name of tbe employer, and must bear a certifi* 
'cation by the president of die diurch concerned or 1^ a healbig 
^pfaodtkmo’. £mpl(^«rs may rely on the affidavit unless the Board 
aifaiioiStieaiP^ die act infrmns them diat it is nctf in order. New: affi' 
mast be filed widi eadh change of 



Benefit Aneont sndi Dnnoton. Weel% benefit rates are ecan- 
{Hited in the same way as for unfflnjdoyrantt oompmsation, bet 
diffetent wage credit and benefit rate bradeets are luni Total 
sA>le wages earned in the base pariod are recorded. The base period 
consists of the four completed calendar quarters hmnediatdy pre- 
ceding the baaefit year. The benefit year in turn is an individoid one 
and is defined as consisting of the one>year period beginning with 
the day on which a valid daim for disability barefits is filed. Bene- 
fit crests are assigned, based on the total taxable wages earned. 
The range is from $34 for diose with wage credits of $100 to $199.^, 
to $364.50 for those earning $1800 or more. In torms of percoitages 
of base-period wages, this amounts to about 30 percent on the small- 
est earnings and decreases gradually to approximately 27 peroo^t 
for diose earning maximum creditable base-period wages. Total 
benefit credits determine the total amount of sickness benefits one 
can draw in the benefit year. The average weekly rate is based on 
dm amount earned in the base-year quarter in which earnings are the 
highest. The weekly rates range from a low of $10 to a maximum of 
$^, depending upon the amount of high-quarter wages. But disa- 
bility benefits plus workmen’s compensation benefits, where disa- 
bility results from occupational injury, may not exceed 85 percent 
of die worker’s average weekly wage, or $53 a week. 

The maximum annual duration of benefits, which varies with dm 
individual’s employment experience, is the amount of ba^period 
benefit credits hvided by the weekly benefit rate, or 26 times the 
weekly ben^t rate, whichever is smdler. 

Eligibility rquirements are simple. Wages in the base period must 
be at least 30 times the weekly benefit. There is a waiting period ol 
one calmidar week, resulting in an actual average waiting period of 
11 days. This week must occur within dm bmi^t year in which die 
worker is churning benefits, or widiin the four consecutive wedcs 
immediately preceding that benefit year. No week in which wmm- 
ployment compensation or sickness benefits are payable under an^ 
other state or Federal law can be counted in the waiting period, bm 
regular wages paid by an employe during the disafaihty do zart 
disqualify. Workmen’s compensation benefits do not disqudii^ oRie 
from dm bmidfit but Bmit the total amount received; 

sum setdemeofs do not afiecA the worker’s xi^ to sickness bendits 
in any way, and dm state cannot sedc rdmbursement from such 
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Taxes. Rhode Island was (me of fhe few states in whicih an nn* 
employment compensation tax was levied on workers. The rate on 
woiicers was 1.5 percent of wages up to a maximum of $8,000 in any 
one year. It was decided that 1 percent of taxable pay roll would 
suffice to meet the cost of a cash <disability benefit system, and that 
was the rate originally set. No additional taxes were levied, but two- 
thirds of the unemployment compensation tax on employees was 
diverted to the sickness fund, beginning June 1, 1942. That proved 
to be insufiScient, and later the entire 1.5 percent was taken.| Still 
later, in July of 1947, the rate on employees was reduced to ll per- 
cent. Money received in taxes from employees is deposited in the 
iridcness fund, but “without liability on the part of the State beyond 
the amounts paid into and earned by the fund.” The state, in other 
words, does not imderwrite the (x>st of the system. Money paid i^to 
the fund can be used only to pay sickness compensation benefits and 
the cost of administering them. 

Provision is made to protect the solvency of the fund. When the 
Board administering the system believes that changes in the tax rate 
or in benefits must be made to protect the fund, it informs the Gov- 
ernor and the General Assembly and makes recommendations fjor 
action. The Governor may then declare an emergency and authorize 
the Board to modify the benefit scale, to increase the waiting period, 
or to make changes in the rules and regulations regarding eligibility 
for benefits. Changes made by the Board remain in effect until the 
Governor declares the emergency at an end, or imtil action is taken 
by the General Assembly. 

Administration. The system is administered by the Rhode Island 
Department of Employment Security. Claims for benefits must be 
filed at public employment ofBces or at oher designated plac^. 
These claims describe the worker, his employment, and his illness, 
and they must be mailed within three days of the date on the state- 
ments. They are passed upon by medical claims examiners. On the 
basis of information supplied by the cdainmnt’s physician, unless 
laboratory reports are required, the examiners determine the maxi- 
mum number of weeks the claimant is likefy to be incapacitated. 
Unless the claimant's physician reports a change for the worse and 
die determination is reviewed, no more benefits will be paid than 
those allowed until the claimant has been examined by a medical 
examiner and found still incapacitatecL 

The dedsion of a claims examiner is final unless the claimant or 
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otiwr interested party requests a hearing within seven days. Af^peal 
from a claims examiner’s decision may be taken to an Appeals 
Tribunal, consisting of one or more impartial salaried referees, which 
shall affirm or mo<]^ the examiner’s findings and decision. Ihe Un- 
employment Compensation Board may permit any appeal to it, and 
must parmit an appeal if the referee overrules or modifies the claims 
examiner’s decision or a previous decision of his own on the same 
claim, and it nuy after a hearing affirm or modify or set aside any 
decision by a referee. 

Beyond the Unemplfyment Compensation Board, there is a Board 
of Review, consisting of three persons appointed by the Governor, 
one representing employees, one the medical profession, and one the 
public, not more than two of whom shall be members of the same 
political party. Only aggrieved benefit claimants may carry appeak 
to the Board of Review, and only if the decision of the Unemploy- 
ment Compensation Board is not unanimous. It may set aside or 
confirm the decision of the Unemployment Compensation Board. 
Appeal to the courts is permitted after all administrative remedies 
have been exhausted. 

When an aj^teal is filed, any benefits payable will be paid only 
after the final decision has been made. However, if an examiner 
allows a claim and a referee affirms that decision, or if the Board 
afiBrms a referee’s decision allowing a claim, the benefits for the 
period prior to the final decision are paid irrespective of any further 
appeal. 

Regulations for hearings are laid down by the Board. The com- 
mon-law and statutory rules of evidence need not be followed. A 
complete record of hearings must be kept, all testimony must be 
recorded, but it need not be transcribed unless necessary. Necessary 
records and reports may be required by the Board. 

Expenses of administration are borne by the sickness compensa- 
tion fund. In die original act, I percent of the amount received in 
taxes was allowed for administration. That proved to be wholly 
inadequate, and in 1943 it was raised to 3 percent. Even that proved 
inadequate, and since July 1946, 6 percent of collections has been 
authorized for administrative expenses. 

Ihere are penalties for making false statements or presentations 
in order to obtain or increase benefits or other {a 3 mients, tn to avoid 
coverage, or to avoid or reduce payments, each false statement or 
{Bosentation being considered a separate and distinct offense. 
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OporaitloASt Iliere toe some saaaaaxy daeta avaflal^ on tibe 
operati<ni8 of the Rhode Idand syston, but the poiod oov«ced was 
a troubled one and it is not possftle as yet to indicate trends. Some 
(rf those data are shown in TaUe 71. 


Tmus 71. Financial Data on the Rhode Island Cadi Sidmess 
Benefit System, 1942-1947 ^ 

(In Thousands) 


Financial 

Opearation 

1942- 

1943 

1943- 

1944 

1944- 

1945 

1945- 

1946 

1^7* 

Employee contributions 

$3873.9 

$4669.5 

$4557.2 

$4133.4 

$66M.6 

Investment earnings 

13.5 

36.4 

35.3 

25.0 


Benefits 

900.0 

4550.0 

5050.0 

4900.0 


Administrative ex- 
penses 

17.3 

126.4 

134.9 

151.2 

:Bi3i 

Aaiets at end of year 

2964.0 

2980.5 

2375.9 

1468.0 

3911.8 


Taxes were collected under the system for nine months befcm 
benefits became payable. By the end of the first year, approximately 
$3.9 million had been received in taxes and interest Benefit pay- 
ments amounted to only $900,000 during the three months of tfa^t 
year in whidi they were payable. The year ended urith a reserve of 
about $3 milli on. During the second year, taxes and interest slightly 
exceeded benefits and administrative costs, and a very small amount 
was added to reserves. 

Operations were not so successful the next two years. For 1944- 
1945, en^loyee contributions and interest combined were approxi- 
matdly $^,000 less than benefits and administrative expenses, and 
it was found necessary to sell some of the fund's investments. By the 
mid of tlm year, the reserve had been reduced to $2,376,000. In die 
year 1945-1946, there was a deficit of $893,000, and investmmits 
were sold and Ae reserve decreased to $1,468,000. The following 
year showed seme improvement. Employee contributions increased 
a^?eciably and ben^ts dedined slightly. _ 

There were several reasons w^r ^e system developed d^efts. 
..^or one thing, a decline in total pay rolls be^m in 1944 as a rasult 
% Yeadjnstments in war production. That resulted in dedining taxes. 

. Secondly, dai^ for benefits in the benefit years beginnhig Apnl> 
JB#, based on preceding calendar yeats in 

• ,1' Adifited ft(m Social Security SuSeHti, Octther 1947, p. 43, Table $. 
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iHliidb wage zates and earnings were hij^ber liian i& ibe bene^ ^wixs. 
In otber words, die wage levels on wl^cdi bendits were based' were 
hi^er than the wage levels cm which taxes were b^g coUeoted. 

Perhaps more important than eidier of these was d^ facK that cer- 
tain types of cases resulted in a heavy drain on the hand. The origkud 
law provided l&eral benefits in cases of ^egnancy, and allowed 
benefits to workers also in receipt of workmen’s compensation bene- 
fits, and to workers who had retired from employment 

Much has been written aboiit malingering under the Rhode Island 
system. The months in which benefits are highest are the spring and 
summer months of June, July, and August. Normally the sickness 
rate is higher in winter months. The high rate of summ^ ben^t pay- 
ments is said to result for several reasons. In the first place, there is 
a ‘letdown feeling” that follows die winter months, whateva* that 
may mean. Secondly, there is a desire at that time for a vacation 
rest, and if sickness benefits can be obtained they will help finance 
the vacation. Of considerable importance is the fact diat wage 
credits earned in the preceding calendar year become available as 
benefits beginning in April, which is the beginning of the uniform 
benefit year. This particular explanation is said to be supported by 
figures showing exhaustion rates of beneficiaries. 

The Board may require a claimant to submit to a “reasonable” ex- 
amination or examinations by experts appointed by it to determine 
his physical or mental condition. The provision appears to have bben 
necessary. Table 72 summarizes some information on the operatimi 
of this phase of the law fmr the years 1945-1947 inclusive. 

A substantial number of claimants called in for examination have 
failed to appear, and the percentage increased from 21.€ in 1945 to 
28.8 in 1947. There has been a decline in the percentage of diose 
denial benefits after medical examination, from 19.1 in 19^ to '9.7 
in 1947. this decline is in part a reflection of the increasing per- 
centage failing to appear for examihadon, as is the inoreasu^ 
percentage of claims allowed after medical examination. Vary few 
of die claimants examined presented reafiy doubtful cases, one way 
or the other. In 1948 the law was amended to require the Board to, 
cany on campaigns to publicize die potential results of maUngerit^ 

Average actual duration of benefits in the first year ahO^ 
sevai wedcs. Formal it was sU^dy shorter than far women. Ahh^ 
40 p a rp en tof the women smd 20 percent of die men ahanstedafidf 
fiieir wi^e credits. Chity 717 <d the benefidaries out of dm 
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in that year had accumulated enou^ wage credits to last 21 wei^, 
the theoretical maximmn duration. Three percent of the claiman ts 
had ^diausted their credits at dte end of five weeks, and 13 percent 
at die end of 13 wedcs. 


Table 72. Comparison of Cash Sickness Medical Examination Re- 
sults in Rhode Island, 1945-1947 ^ 




Number 



Percent 

1 

Nature of Item 

1947 

1946 

1945 

1947 

1946 

1U5 

Appointments actually 
scheduled 

17,411 

22,099 

25,521 

100.0 

100.0 

loolo 

Claimants faded to appear — 
claims denied 

4,152 

5,028 

5,526 

23.8 

22.8 

21.6 

Claims denied after medical 
examination 

1,690 

2,652 

4,882 

9.7 

12.0 

19.1 

Claims held up pending labo- 
ratory tests 

277 

386 

657 

1.6 

1.7 

2.6 

Claims allowed after medical 
examination 

10,650 

13,043 

13,592 

61.2 

59.0 

53.3 

Claims allowed pending labo- 
ratory tests 

448 

673 

657 

2.6 

3.1 

2.6 

Claims referred to Board 

194 

317 



1.1 

1.4 

0.8 


Average amount of benefits paid out during the &:st year was 
$119. For men the average was $123 and for women it was $116. 
Reorients ranged in age from 15 to over 80 years. One 15-year-old 
girl collected $165. Somewhat more than 2 percent were between 
W and 70 years old. There were 89 recipients who were 80 years or 
older. 

The persistency of operating deficits led to substantial modifica- 
tions in the original act during the January 1946 session of the Legis- 
lature. The contribution rate was raised from 1 to 1.5 percent of 
pay rdL This did not involve hi^er taxes, but mm’ely a transfer to 
die ^ckness fund of all the tax levied on workers under the unem- 
pbymrat compensation law. The balance in the-unemployment com- 
pensation fund had become huge, some $70 million, and it was 
believed that no further contributions from employees needed to be 
ifinde to diat fund. Adding 0.5 percent of pay roll to the sickness 

. * Tw^lh Amual Report of the Rhode Idand Unemptopnent Comperua- 
abe Roard, 194!, Table sxL 
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fund increased collections substantially. In July dF 1947, tbe tax 
rate was again reduced to 1 percent, and $15 million was drawn 
brom the Unemployment Trust Fund, leaving a balance of $13 mil- 
lion to be utilized later. 

Pregnancy benefits, which constituted a heavy drain on die fund, 
were limited to 15 weeks, and still later they were limited to a maxi- 
mum of 12 consecutive weeks. 

Action was also taken with respect to retired workers. It was pro- 
vided that no payments should be made to any person who within a 
period of six months has not worked or applied for employment at a 
public employment office. It would still seem possible fcff aged par- 
sons not really in the labor market to draw benefits under the act, 
for the restrictions imposed are not severe. Mere application for em- 
ployment would seem to suffice. 

Payment of sickness benefits to persons also receiving workmen’s 
compensation benefits resulted in a substantial drain on the fund. 
Furthermore, an anomalous situation developed. Over 25 percent of 
those receiving both benefits were getting more than their full-time 
normal weekly earnings. And those benefits were tax-exempt. The 
law was therefore changed to provide that no sickness benefit vtdll 
be paid in excess of an amount which when combined with work- 
men’s compensation benefits equals more than 90 percent of average 
weekly wages of the employee in his last regular employment. The 
law in this respect is still a most generous one. 

StiU another important change was made. Under die old law, a 
court decision interpreted ability to work as meaning ability to per- 
form any work. This was amended to mean ability to perform on&’s 
regular or customary work. The effect of this amendment will be to 
increase die cost of benefits. 

Finally, appeals machinery was revised. The Unemplo)miaat 
Compensation Board may reverse decisions of referees if the referee’s 
decision overrules or mo^es the findings of a claims examiner. Pro- 
vision is made for a three-member Board of Review for appeals from 
the Unemployment Compensation Board. It is made up of r^pe- 
sentadves of workers, the medical profession, and the pubBc, and 
passes only on appeals from the Unemployment Compensation 
Board which are not unanimous. A permanent advisory conmuttBe 
of Sevan membors is provided. The Governor designates thme to 
represent labor, two to represent the public, one eff wlmm is sdected 
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hy medical pnrfesskm. Hw CSiabmeD cl ilie fiooae and Seaete 
Lidx}! Committees are ex-dGBdb membm. Hie Committee 1ms broad 
advis<»y responsibility. 

During the fiscal year ending June 1947, a total of 265,319 benefits 
were paid, totaling $4.7 million. There was no deficit in (hat fiscal 
^ar. The higher tax rate brought in substantially more revenue, 
nearly $6.7 inilli<nis. Benefits showed a decline of nearly $200,000, 
reflecting changes made in (he benefit provisions the act in Janu- 
ary 1946. Administrative costs increas^ somewhat, reaching $277,- 
200. Assets at the end of die year were quite substantial, being nearly 
$4 million, not counting transfers from &e unemployment cmnpensa- 
tion fund. There was more than $1.5 million excess of empipyee 
contributions over benefits, and in addition $15 million vfas tr^- 
ferred from the Unemployment Trust Fund. ' 

During the calendar year 1952, a total of 31,397 new claims were 
filed, and 275,897 weekly payments were made, 42.1 percent to men 
and 57.9 percent to women. A total of $6,234,960 was paid out in 
bcm^ts, and the cost of administering the system was $334,156. 
Tc^ receipts for the year amounted to $6,802,437, and $5,940,408 
of tins came from taxes. There was a net incsrease of $243,710 in ^e 
system’s resave. The balance in the reserve fund as of December 31, 
1952, was $34,721,644.8 

THE CALIFORNIA PLAN 

Caltfomia was the second state to adopt a cash disability benefit 
plan, like (hat of Rhode Island, it is integrated with the unemploy- 
mait compensation system. The law was passed in 1946, was ap- 
l^oved on March 5, and became effective May 21. Benefits, call^ 
urmmployment compaisation disability benefits, were to become 
payable cme year, after the effective date unless die Federal govon- 
iaetA mithorized the transfer cff employee unemjdoyment cmiteibu- 
tkms from the Federal Unemployment Trust Fimd earlier than diat, 
hi which case (hey. wmo to become payabfr 90 da)^ after the transfer 
was audiorizecL Hie Federal govemmmit did autiiorize transfer d 
die fru^, and bmidBts became payable on December 1, 1946. Sm- 
f pleyee pay-roll taxes levied undar the state urwmployment comp^ 
aaSoD law became payable into the cadi disal^fity boaiefit .frmd 
.iKj^mdr^ May 21, 1946. 

'* Bhode idand Dqwitnieiit of Empidymeiit Seeu^, ITKA Asmud Report, 
, JMB®. 

il!.. , 



. Hm state Senate liitoiiB C»Biu»issi(Hi on Uaemplc^ia^ litn^ 
anae studied the Rhode Island law and experience and as a zesult; 
the Galifoniia act exduded some of the hi^><c(ttt ttetns (a:j^;da% 
included in the Rhode Island system. 

Coverage. Employments and persons covered, amount and dura* 
tion of benefits, base period, wage requirements, ben^ year, and 
claims procedures are the same for the disability benefit system as 
they are for the unemployment compensation system. A valid c l a im 
for one is a valid claim for the oth^ in establishing a benefit year. 

Coverage extends to employers of one or more, except for diose 
excluded from the Federal tax, provided that pay roll for a quarter 
exceeds $100. Between 2.5 and 3 million workers are included. 

Benefita. Braefits are payable for mental or physical illness or 
injury which prevents one from working in his regular or customary 
pursuit. No payments are made for pregnancy, or for any disability 
arising out of or in connection with pregnancy for four wedcs after 
termination. Benefits may not be received if the disability is corn- 
pensable under the state’s workmen’s compensation law. 

In order to qualify for benefits, several conditions must be met A 
worka must have earned wages enough in covered employmmit dur- 
ing his base year to qualify for un^ployment compensation bendShs, 
namely $300 in the base period, except that if more t han 75 perceirt 
of base-period wages was earned in one calendar quarter, then earn- 
ings must equal at least 30 times the weekly benefit amount. Thee 
is a waiting period of seven consecutive days, not merely fmr the 
ben^t year, but for each continued period of disabilify. A cl a iin 
must be filled in the prescribed manne. And with the first claim diere 
must be filled a medical certificate cetifying to the existence disa- 
bility and estimating its duration. Medical doctors, osteopads, and 
(hiropraotois are authorized to sign widiin the scope of their re-, 
spective'practices, dentists and chiropodists within the scope of th^ir 
pracdoe, and medical ofificers in federal medical facilities for yar 
dents in dieir facilities. A substitute c«±ificate is permitted fwr mwn- 
bers of religious sects whidh d^>end entirely upon prayer at 
means for healing. It must be signed by a duly audwrcized and ae-, 
aedit^ {waotitioner. No medical examinatiraa is required for masttr 
bers such sects. 

Weeidy. bemefit amounts are based on the quarter of highest eam- 
iD|^, as q^edUGted in a statutory table. Where high-^uai^ 
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are from $75 to $199.99, flw benefit is $10. This is the minimum. 
The weekfy rate then increases by $1 for each increase of $20 in 
wages up to $419.99 and $1 for each $40-wage increase fbereafter, to 
die m a nmum of $25 for diose with high-quarter earnings of $580 or 
more. The maximum duration of benefits is 26 times tbe weekly 
benefit amount or one-half of base-period earnings, whichever is the 
lower. Benefits are payable on a daily basis after the waiting period, 
and hospital benefits for 12 days at $8 daily are allowed. 

A claimant who is disqualified for unemployment compenmtion 
ben^ts because he voluntarily quits his job without good cause, or 
is discharged for misconduct, or is found guilty of misrepresentation 
in connection with a claim, or because he refuses to accept suitable 
work, is also presumed to be disqualified from receiving sickness 
benefits for the same period. However, if he can satisfy the adminis- 
tration that he is really sick or injured and that good cause exists 
for paying him benefits, then he may be paid. Workers engaged in 
labor disputes, those receiving unemployment or workmen’s com- 
pensation benefits, those who refuse to submit to a required and 
reasonable physical examination are also disqualified. Any employee 
receiving '‘regular wages,” i.e., wages paid directly by the employer 
out of his own funds during a period of disability, receives sickn^s 
benefits only to the extent that his benefit rate may exceed those 
“regular wages.” 

One may draw both compensation and disability benefits in the 
same year during diff^ent periods of time. But this is limited to a 
maximum of 1.5 times the total yearly amount of either benefit 
allowed. If, for example, a worker is eligible to draw the maximum 
of $650 in sickness benefits, he may draw a total of $975 in sickness 
and unemployment benefits during the year, although he may not 
draw die two concurrently. 

Disabilify claimants have no out-of-state rights comparable to 
diose in unemployment compensation. However, if a first claim is 
certified in CaUfomia and approved, then benefits will be paid on 
continued daims certified by out-of-state licensed physicians and 
practitioners. 

TaiBes. Ihe system is supported entirely by a tax on eiRplqyees, 
amounting to 1 percent on the first $3000 annual wages. Ilie pro- 
ceeds are placed in a Disability Fund administered by the state, and 
amounts not needed for current eiqienditures are invested in inteiest- 
beazing oUigatkms of the Federal government and the state of 
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California. FVom 1936 to 1944, ^nployee contributicms to tihe unem- 
ployment compensation fund were at the rate of 1 percent and 
amounted as of February 28, 1945, to more than $275.6 million. This 
exceeded the total amount paid out in unemployment ben^ts by 
approximately $40 million. Interest earned on these employee c<wi- 
tributions may be used, but not for administrative ^cpenses. The bal- 
ance in the Unemployment Compensation Fund at die end of 1947 
was $742 million. The amount remaining after transfer of all the em- 
ployee contributions, should that be necessary, will still be adequate 
to meet the needs for unemployment compensation, at least fmr many 
years to come. Indeed, a Senate Committee had unanimously recom- 
mended in 1945 that if the employee contribution were not used to 
provide disability benefits, then it should be discontinued. 

Administration. The system is administered almost wholly by 
mail. There is a central headquarters’ office, with a small staff, about 
30 early in 1948, and there are 16 district offices, which are combined 
in three field areas, with about 325 employees. These district offices 
are separate and distinct from unemployment compensation (^ces. 
Wage records are kept by the unemployment compensation division, 
which also supplies tabulations and statistics, office, fiscal, and per- 
sonnel services, and the same appeals madhinery is used by both. 
There is a public instruction and education unit to inform workers 
and employers of their rights and responsibilities under the act. 

First claims, under the State Plan, are mailed directly to the central 
office where they are checked for timeliness of filing and validity of 
certification, and where a wage record determination is made. They 
are then sent to the appropriate district offices, which deal vrith 
daimants and doctors. In the district offices, the duration of disabili- 
ties are estimated, by laymen, and these are reviewed by medical 
officers. Checks are written in the district offices and sent to the 
claimants by mail. Such policing as is necessary is carr^ out 
through the district offices. 

The solvency of the Disability Fund is made a special charge of 
die Commission. If and when the Commission believes that a change 
in contributions or rates is neciessaiy, it must inform die Governor 
and Legislature immediately. The Governor may then declare an 
emergemy and authorize die Commission to modify dm beneffi; 
scale, faacrease die waiting period, or to change digibility rules and 
regulations until the Governor dechtres dm emergency ov» or dm 
L^idatute achi. 
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Vdhuilny Sjratems. Under tlie Cali£»rida {dan, > 

ma|ority o£ didr onployees consenting, may establish and operate 
their own cash disabiU^ benefit systems, whidi are, (rf course, to 
opante within the framework established by the state. A majority of 
an emplc^er’s workers may also establish such a plan. This was ah 
lowed bemuse of the long history of voluntary prepayment medical 
care plans in California, the vast wartime expansion in those plans, 
and the prevalence of group instnrance. Unions at first were opposed 
to toe voluntary plan feature, but after it was enacted they |were 
quidc to press for such plans in collective agreements. i 

In carder to be approved, private voluntary plans must be more 
liberal in benefit provisions than the state system. This has iMen 
interpreted to mean that voluntary plans must provide greater riffits 
in at feast one respect, such for example as a shorter waiting peiWl 
before benefits begin, and at feast equal rights in all other respects. 
It is said that companies insuring voluntary plans universally ignore 
toe base>year and benefit-year concepts, and this would make those 
plans more favorable.^ Voluntary plans contain a “shotgun dause” 
guaranteeing claimants at least the rate and duration they would 
have received under the State Flan. 

Disability benefits paid imder voluntary plans must be dearly 
labeled as “unemployment cennpensation disability benefits,” and 
they must be shown separate and distinct from other ben^ts. This 
eiutoles the state to make comparisons with the benefits paid under 
toe State Plan. 

If the voluntary plan provides for insurance, the insurance must 
be carried by an “admitted,” i.e., an approved disabflity carrior, and 
toe policy hmns must be approved by the iimirance commissioner. 
Otherwise the employer must put up bond or othor security in lieu 
^ insurance. A negli^le number of emplcyers have dected to be* 
Oepm “self-insurers.” 

Furthermore, toose operating volimtary plans , must med all re* 
quhrements propedy imposed by the Commission, such as rcqtorting 
'.on each compensable disability and making comprehensive rqKnts. 
>|Skich plans must be effective fca- at least one year, and jnovide for 
.%utoCDatic nmewal unless terminated by the emplcyer enr by n ma- 
jesity of hfe enqdoyees, upon propa' notice. The state may witodraw 
aj^ro^ afto notice and hearing if it is bdieved that the plan 

^ 4 J atewt a te Confoenoe of EmpknmBnt Seentity AnmolM, StdbAw FsMjit 

Lasiifatiofl, 1947, pp. 38-40. . 



not bo aiUe to pay boosts bi.tho futuro, or if insuSciQiit'i^ 
curity has boon posted in die case of self-insuiers, or lor o ttwwf ^e|d 
reason. 

Any employee may at the time a voluntary plan is establidied 
choose to participate in it or to participate instead in the State 
even though a majority approves. If he does not elect the voluntary 
plan, then he must later be eligible not later than the first day of a 
calendar quarter after three montibs of employment. An employee 
hired after the plan is established may retain his membership in the 
State Plan, if he is covered by it. But he must be permitted to join 
the voluntary plan either on the day of employment or on the first 
day of any calendar quarter after he has completed not more 
three months of employment. This allows a probationary period in 
some cases of from three to five months. Most plans allow member- 
ship immediately upon election. 

Voluntary plans may not result in a selection of risks that is adverse 
to the State Plan. The principal factor considered is the number 
women involved, for the incidence of illness among women is greater 
than among men. From 20 to 25 percent of the workers covered are 
thou^t to be women. The norm set is 20 percent If an insurance 
carrier's voluntary plans have as littie as 17 percent females, no new 
plan insured by that carrier will be approved unless it Inmgs (he 
percentage to or more, and no plan will be approved for a carrier 
if it brings the percentage below 17. All self-insured are considered 
as though they were insured by one carrier. 

Pay roll deductions on the wages of employees participating in 
voluntary plans must be separately accounted for. Where they are 
commingled, then in case ^ bard^ptcy or insolvency such funds 
are subject to the same preference as state claims for unemploym^ 
compensation funds. The employer may, if he wishes, assume all 
or part of the cost of tiie voluntary system. No volimtary plan may, 
howevor, cost tibe employee more tiian 1 percent of his pay up to ^ 
specified $3000 maximum. The employer continues to pay the utuan^ 
ployment compensation tax. * 

Employees covered by an approved volimtary plan or by the steto 
plan who have built op rights to (hsabilily benefits ondor that 
who are later separated from it, and who then suffer a con^eposahlb' 
disability, are paid by the state fund. The cost (A these b^^ts 
equitably Erased. Beni^ are paid 1^ the stide from m 
li^ihty aeomint'^ in the Disability Fund. This acommt is 
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with interest earned by the Disability Fond, induding the avdage 
rate of interest earned by employee contributions to the Unemploy- 
ment Trust Fund for 1944 and 1945. Should there be a deficit in the 
extended liability account at the end of any year, voluntary plans 
are assessed their share of the defidt, but not to exceed 0.3 percent 
of wages paid under voluntary plans in the year. The rate of assess- 
ment is the ratio of the defidt to all covered taxable wages. But uir- 
liquidated portions of a defidt are carried over to the succeeding 
year. I 

Any claimant whose claim is denied may appeal to the statel and 
the same appeal procedure and machinery is applicable to all\cov- 
ered employees. Should the state uphold the claim, it may if n^s- 
saty enforce the decision by paying the claim and recovding\the 
amount fiom the voluntary plan. ' 

The existence of private voluntary plans entails greater adminis- 
trative costs to the state. The voluntary plans bear that extra cost, 
which is prorated among them in accordance with taxable wages 
paid to dieir participating employees. The amount charged may be 
as much as 0.02 percent of taxable wages. 

Periodic examinations of voluntary plans are made by the state to 
determine whether the provisions of the plans and the requirements 
of the law are being observed. 

Operations. A brief review of operations imder die act through 
die fiscal year ending in June 1952 may now be given.® From May 21, 
1946, duough June 1952, for the State Plan, a total of nearly $249 
million had been received in employee contributions, only a small 
amount had been withdrawn from &e Unemployment Trust Fund 
account, and a small amount had been received from other sources. 
Benefits paid from December 1, 1946, dirough June 1952 totaled 
$128 million, and administrative costs for the entire period amounted 
to somewhat more than $3 million. At the end of June 1952, there 
was a reserve for benefits of $121 million and an adequate reserve 
for administratioii. In addition to this reserve there was a total of 
$117 million in the Unemployment Compensation Trust Fund avail- 
able for use if and when needed. 

Fmr the year 1947, a total of 137,619 first claims were filed under 
^ State Plan, uid the average weekly number of beneficiaries was 

B the data in this section are taken from Social Secuf% BuUetk». 
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16,687. ratio of collections to disability bendBts in 1947 was 34. 
For 1952, the average weekly number of ben^daries fw the State 
Plan was 20,500, and 18,600 for private plans. The average weddy 
benefit for the State Plan was $24.84. 

There were about 37,000 private plans in operation at tiie end 
of 1952, and they covered approximately 1.5 million workers. These 
plans are required by law to be more favorable than the State Plan. 
That diey were is shown in the average weekly benefit amount, 
which for 1952 was $30.84, or $6 higher than for workers under the 
State Plan. Private-plan beneficiaries have shorter compensable dis- 
ability periods than those under the State Plan— 6 weeks as com- 
pared with 10.1 weeks in 1951. Only 9 percent of private plan 
claimants exhausted their rights in 1951 as compared with 20 per- 
cent under the State Plan, and they drew an average of 23.1 weekly 
benefits as compared with 22.8 for the State Plan beneficiaries. 

Voluntary plans have so far been successful. The state agency 
believes that they have not presented any really serious problems 
and it is generally in favor of theno. Employers are said to 1^ rather 
on the neutral side, but inswance companies are said to have been 
their great protagonists.^ 

THE NEW JERSEY PLAN 

The third state to enact a cash disability benefit law was New 
Jersey, whose act was approved on June 1, 1948. The New Jersey act 
differs in numerous respects from the Rhode Island and California 
acts just described, and from the railroad and the New Ywk laws 
described in the following section. The New York Act, it may be 
noted h«re, differs from all the others in that it is modeled cm the 
state’s workmen’s compensation law radier tiian on the unmnploy- 
ment compensation law. 

Coverage. As in the other laws, coverage is the same as that of 
the unemployment compensation law, covering employers of four on 
more save in excepted occupations. Individuals who depend f<Mr 
healing upon prayer or spiritual means may elect out of the system. 
As of July 1952, approximately 1.5 million workers were engaged 
in the covered employments. Workers who shift from one covered 
employer to another, including employes having approved {dans 

« Fedoal Security Agency, Celifomia DiaalMy Iruunmce Frogmm, 194$, 
P-22. 
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dF tb^ own, remain protected. Howevia, an individual who leavte 
oov^ed employment loses his protection after two weeks. 

Bendita. 

Definition of DisabiUtif. Compensable disability is defined as 
Ihi^ whidi results from any acpident or sidmess not compensable 
under the workmen’s compensation law which results in totd Inabil* 
ity by the worker to perform his customary |ob. However, if the 
workmr is unemployed at the time the disability occurs, he najast be 
totally disabled from performing any work for pay. Benefits we not 
payable for any disability “due to pregnancy or resulting odld- 
birfh, miscarriage, or abortion.” Furthermore, no benefit wffl be 
paid where the disability is due to “willfully or intentionally\self* 
inflicted injury,” or for injiuies sustained in the perpetration of a 
“high misdemeanor.” Bene^ts became payable for covered disabili- 
ties beginning on January 1, 1949, or later. The beginning date, it 
will be noted, is 7 months later than the date on which the Act viras 
approved. Contributions from employees began on the date of ap- 
jMOval. 

Qualifying Conditions and Disqualifications. When die law tyas 
first enacted, a worker could qualify if during his base period he 
earned wages equal to at least 30 times his weekly benefit amount. 
Later this was reduced to 25. But beginning with 1953, an employ- 
ment test was adopted. In order to qualify, one must have been 
employed at least 17 weeks during his base period, which is defined 
as the 52 weeks preceding the commencement of any period of 
disability. This is not a firmly established base period, but a “mov- 
ing (me, newly established with every period of disability. The 
same type of period is found in the state’s unemployment compensa- 
tion law. The initial claim for benefits and medical certificaticm of 
* disability must be filed widiin 30 days after the disability begins, un- 
less good cai^ for tile delay (mn be shown. 

hso examination may be required not oftener than cmce a week, 
to be made by a l^ally licensed physician or by a public heahh 
muse designed by the agency administering the act, this to be at 
UO cost to the worker. Failure to submit to su^ an esamiration dis- 
qpudffies coie for any further benefits cm account of tiiat disshflity* 
Ho benj|i|lit wiS be paid for any period during wlddi a claini a ot is 
the care of a legally licensed phyridan. A record ei hos- 
coofiuemeirt may be required in appropriate cateS. BrogcMre' 
iijfgitta Buy idso be requhed. If ccmsidwed neoemary in cases of pc- 
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loQged disftbQBy yfbm the disabled person is ooofined in house 
ralhar than in a hos|dtaL 

A daimant who is disqualified for unemploynient otmipensBliGmi 
because of a labor dispute is for the same reason disquafified for 
disability ben^ts, unless the disability began before the dispisla 
Unemployed claimants are disqualified for any disability be^nnhig 
mote ihan 26 weeks after the claimant became unempb^ed, if for 
that period he was also disqualified or ineligible for unemplqymatt 
compensation. He is ako disqualified for any week he is receivii^ 
workmen’s compensation. His benefits are reduced by any amount 
received as full unemployment compensation. Federal old-age re- 
tirement benefits, or an employer pension. 

WaiHng Period. Benefits are not payable unless thme have been 
seven consecutive days of disability. This waiting period must be 
served for each uninterrupted period of disability. A worker unem- 
ployed at the time his cUsability commences must have been un- 
employed at least (me week in his unemployment compensation 
benefit year. 

Amount and Duration of Benefits. The weekly ben^t amount 
for employed workers is determined by taking two-thirds of tihe 
claimant’s average weekly wage in the last 8 weeks employmmit. 
For an unemployed claimant it is two-thirds of the wages received 
from die last emplc^er who gave him at least 17 weeks of em|fi<^- 
ment in his base period; and if no employer did so, it is two-tibirds 
of the average of all covered wages received in the base pmiod. But 
no weekly benefit rate is to be less than $10 and none higher dian 
$30. For each day of compensable disability the rate is one-seven^ 
of die we^y rate. 

The maximum of benefits that will be paid in any period of 12 
(xmsecutive months is limited to three-fourths of a worker’s “bam” 
wedcs multiplied his weekly benefit amount. A base week is de- 
fined as one in which a worker reimives at least $15 in covered em^ 
ploymmt. There is a minimum of 13 weeks for ben^ts and a maxi- 
mum 26. 

For those who are unemployed when disability (xmmienceB, coi^- 
bined disability and unemployment benefits may not exeeed 1^ 
percaat of die duraticm they would be entitled to under didicir one 
of the. two programs. 

BE 1^ wages an unmnjdoyed claimant receives in esty ,W?ee^ 

$3 is ln|s than, his weekly b^efit amount, he nmy receive thOtj^Ele^^ 
ence. A employed at the time his disabili^ 
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may not receive benefits for any week in which he works for pay, 
and if his employer continues to pay him wages during his disabili^, 
then his wages and benefits combined may not exceed his ‘‘regular” 
weekly wages just prior to his disability. Disability benefits are also 
reduced by the amount of any Federal Old-Age and Survivors Insur- 
ance primary benefit or pension brom his employer. 

Taxes. New Jetsey was one of the few states that required em- 
ployees as well as employers to make contributions to help finance 
dm unemployment program. The cash disability program was Origi- 
nally financed by part of the contribution which employeeslhad 
made for the unemployment compensation program. The ratdfor 
disability benefits at first was one percent of wages, but later Wt 
was reduced to three-fourths of one percent, and beginning in 1953 
it was still further reduced to one-half of one percent. ^ 

Employers were required to contribute beginning on January 1, 
1949. Those who do not contract out of the state system by estab- 
lishing an approved plan of their own pay at the rate of one-fourth 

one percent, on the first $3000 of individual wages paid. However, 
thm'e is a merit rating system, to be desmbed below, which makes 
it possible for employers with a favorable experience to have that 
rate reduced. Employers who establish their own disability benefit 
plan, whether insured with a commercial carrier or self-insured, 
which must of course be approved by the state, are permitted to 
cdlect the amount whidh their covered employees are required to 
contribute. Those employers must bear the amount by which their 
total cost exceeds their employees’ contributions. They are not re- 
quired to contribute to the State Plan, except as they are assessed 
from time to time amounts needed to replenish the special fund from 
which benefits are paid to workers whose compensable disability 
begins while they are imemployed. 

Three accounts are established. There is a State Disability Bene- 
fits Fund, which is credited with all worker and employer contribu- 
tions, all interest and earnings from investmente in that fund, and all 
assessments, fines, and penalties collected under the act Deposited 
in it also are all employee contributions withdrawn from the state’s 
Recount in the Feder^ Unemployment Trust Fund, $50 million 
autiiorized m tire original act. The funds are used to pay disability 
b^i^its and rdimds, and any balance is invested in obligations l^al 
liar savings banks. The Fund is managed by a Board of Trustees, 
4sHisisting of the State Treasurer, tire Seoretary of State, tire Com- 
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missioner of Labor, the executive director the commisskm admift* 
istering the act, and the State Comptroller. 

An Administration Account is established. It is credited with- 8 
percent of current contributions paid into the Disability Ben^ts 
Fund, but it is not credited with any part employee contributkms 
withdrawn from the state account in the Federal Unemployment 
Trust Fund. This account is also credited with the proceeds of 
assessments made against employers having voluntary plans to me^ 
the additional administrative costs incurred to supervise those plans. 
The account is charged with the cost of admmistering the act, and 
with the cost incurred by the Board of Trustees in administering die 
Disability Benefits Fund. 

The third account is known as the Unemployment Disability Ao> 
count. This account is charged with all benefits paid to workers 
whose compensable disability commences while they are un^> 
ployed, whether they were covered by the State Plan or by a private 
plan before they became unemployed. Benefits paid firom this account 
are not considered in experience-rating calculations described below. 
The account is credited with the interest earned by the employee 
contributions withdrawn from the Federal Unemployment Trust 
Fund and deposited in the State Disability Benefits Fund, and with 
die proceeds of assessments made against employers when the ac- 
count shows a deficit. If a deficit appears, all covered employers are 
assessed a rate on their taxable wages equal to the ratio of the deficit 
to all taxable wages for that year, but in no event is the assessment 
to exceed two one-hundredths of I percent of taxable wages in any 
one year. 

Expeiimice Rating. Since July 1, 1951, the tax rates paid by mdi- 
vidual employers in the State Plan have been determined in accord- 
ance with an experience rating system. Each employer has a disabil- 
ity benefit account, which is created vrath all of his contributions to 
the system and those of his employees as well. Benefits paid to his 
employees are charged to his account. The excess of contributions 
over benefits may be considered his disabili^ reserve, and the ratio 
of that excess to average annual pay roll may be called his disabflfiy 
reserve ratio. Only employers who have been covered for at leart 
two full nylftndar years and whose accounts have been credited wi^ 

employee contributicms par&^i^ 


at least $1500 in empk^er and 
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Fiior to Jidy first of euii year, tlie ocnmni^icm adodriistesefiaig tlie 
law makes prdindnary determi&ations d£ tbe rates to be paid 
employers wbo qualify for expedenoe rating. But no mnploym's 
prdiminaiy rate may be increa^ by more than one>tenfo of 1 par* 
cent taxable wages, or decreased by more dian two-tenths, frmu 
foe prdimininy rates establifoed by foe same process during foe 


Fm those who do not qualify for experience rating, foe rate is 
one-fourfo of 1 percent of taxable pay roll. 

An employer who has met foe minimum requirements and wlu> in 
addition has a disability reserve of at least $500, will be diarged ^e* 
liminaiy rates on his taxable pay roll as follows: 


If the Reserve 
Equals or Exceeds: 
1.00 percent 
1.25 percent 
1.50 percent 


But Is 
Less Than: 
1.25 percent 
1.50 percent 


The Preliminary 
Tax Rate Is: 
0.20 percent 
0.15 percent 
0.10 percent 


Anyone meeting the minimum requirements but whose reserve is 
less than $500 plus 1 percent of his average annual pay roll is as- 
signed foe standard rate of one-fourth of 1 percent, as are those 
whose accoimts show a deficit of not more than $500. ^ 

But for those whose accounts show a deficit of more than $500, 
pmudty rates based on the ratio of the excess over $500 to average 
nnniiftl pay roll are assigned, as follows: 


If dw Deficit Above 
$500 Equals or But Is 

Ebroeeds: Less Than: 


The Preliminary 
Tax Rate Is: 


0.00 percrait 
0.25 percent 
0.^ percent 
l^nt 
fperoent 



0.25 percent 
0.50 porcent 
0.75 percent 
1.00 percent 


0.45 percent 
0.55 percent 
0.65 percent 
0.75 percent 


rates and are subject to diange. The final 
d^>ends on the status of foe Dimbility BmidBte Fund 


As of foe end of foe preceding caloidar year ]^us confxfouticms, re* 
dtfved and mkms ben^ paid during Jamuury with rtepect to 'em* 
l^foymeat and disabil^ in foe preceding calendar years. 

K tlte artist in dm DisaMity Benefits Ftwd efoeeds foe amount 
ef employilb centeibutimis wifodrawn from foe U]iean{foyment Trust 
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the emount in the Unemploym^t DisaMity Fund (firom ^^RWQb 
benefits «re paid for duahility commencing during unen^byaOfMli)* 
the difference is repressed as a ratio of ^ oi taxshle urines 
on which cemtributions w^e paid to the State Disabili^ Beneflht 
f^md throu^ January 31 with respect to employm^it during thet 
preceding calendar year. 

If die percentage determined as above, i.e., the excess in die State 
Disability Fund over the amount withdrawn from dm Unempl(^-> 
ment Trust Fund plus the amoimt in the Unemployment Disability 
Fund, equals or exceeds 13i percent of taxable wages, the fii»al 
ployer rates shall be the preliminary rates for experience-rated «n- 
ployers with penalty rates, i.e., above 0.25 percent. Experience-rated 
employers with standard or reduced preliminaiy rates shall have 
their rates reduced by that percentage, to the nearest five one-hun- 
dredths of 1 percent But no final rate so reduced can be less di?" 
one-tenth of 1 percent. 

If the percentage exceeds three-quarters of 1 percent but is less 
than Hi percent, the preliminary rates stand unchanged. 

But If the percentage is less than three-quarters of 1 percent, die 
preliminary rates are increased by the (Merence between three- 
quarters of 1 percent and what the percentage actually is, to the 
nearest five one-hundredths of 1 percent. But no employm* given a 
below-standard preliminary rate shall have his rate increased to 
more than 0.25 percent, and no employer with a standard rate, ie., 
0.25 percent, shall have his rate increased to more than 0.50 p^rceat, 
and no employer with a penalty rate shall have his rate inareased to 
more than 0.75 percent. 

If there is no excess, or if diere is a deficit, then die final rate dudl 
be 0.75 percent for all employers. 

Private Plans. As in California, any covered employer may 
establish a private plan and in that way contract out (ff the general 
S^te Han. But that can be done only with the a][q>roval of the com- 
mission administering die state disability ben^te law. 

Conditions for Approval, In order to be approved, a private phm 
most: (a) cover all the employer’s workers, except t^ with dte 
appxivd of the commission a dass or classes may be exdudbd^ pso^ 
vl^d the meduriems do not result in a subs t a nti a l sdecdon oi 
Wise rfVk* todie State Flan; (b) eligfi^ty tequirememis. fOc bduai^ 
atetebbrmmoteteriridive dum fb^ in the ^ateFla^' (o) 
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beaefits must be at least equal to those of the State Plan; (d) no 
greater contribution may be required from employees than tmdor 
the State Plan; (e) coverage must extend for at least two weeks 
after s^Muration, unless a worker is employed by another covered 
employer; (f) a majority of the employees must have agreed to the 
plan in writing, if they are required to make contributions under the 
plan. 

Employers already having volimtary plans, under which they 
make contributions to the cost, at the time the law became effective 
were permitted to continue them until the time when the employer 
has the ri^t to modify the benefits or to discontinue the plan or to 
discontinue his contributions to it, regardless of the requirements 
of the law. 'While such a plan is in existence, the workers covered 
are not eligible for benefits under the State Plan. 

Empl(^ers may if they so desire, establish supplementary pla^ 
fffoviding additional benefits to any class or classes of employees and 
collecting additional voluntary contributions from employees with 
respect to those additional benefits. 

Records as prescribed by the commission must be kept by the 
employer and made available to inspection by the commission s au- 
thorized representatives. Reports as required by the commission mu^ 
be submitted. 

Termination of Private Plans. The commission may terminate a 
private plan if a majority of the employees covered have elected in 
writing to discontinue the plan, and if 10 percent of them sign a 
petition to discontinue, the commission will require the employer to 
conduct an election by ballot to determine the issue, but not more 
than one such election in any 12-month period will be required. An 
mnployer may not himself terminate a plan until at least 30 days’ 
notice has been given to the commission and notices conspicuously 
posted for workers to observe, except that the commission may for 
CMse permit termination in less than 30 days. The commission may 
itself, after notice and hearing, withdraw its approval if it finds there 
is dangm'’that benefits will not be paid, or that the security posted 
by tire emplt^er, if he is a self-insurer, is insufBdent, or for other 
good cause. Ihe commission may withdraw its approval if a plan is 
l|> administered cnr applied that the employer or a union is deriving 
a profit Rom its operation. 

Tdcmiaatfon a pivate plan for any reason does not affect the 
ri^ of a covered worker to benefit for a disability commeodng 



CASH SEGENESS KSNEStT FLAKS im 

prior to termination, and employee formerly covered hf a ternri* 
nated private plan immediately become eligible for ben^ts in fbe 
State Plan. But no employee is entitled to benefits from tbe State 
Plan while he is covered by a private plan. Security for the payment 
of benefits is provided by carriers and employers. 

Review. Any employee covered by a private plan may appeal to 
the state commission to investigate and hear his claim for benefite, 
if he cannot settle with his employer or foe employer s insurer. After 
such a hearing, a determination of facts will be made and an (nrder 
made disposing of foe issues, and that order will be final and bmding 
upon all parties, except that appeal to foe courts is permitted, and 
foe cost of transcribing foe proceedings and preparing foe record for 
a court hearing constitutes a cost of administering foe act. 

Taxes. Employers having private plans and their covered work- 
ers are not required to make disability benefit contributions to foe 
State Plan. Such employers may, if they care to do so, pay foe entire 
cost of their private plans. However, they may levy a charge against 
their covered employees, but foe rate may not exceed foree-fourfos 
of 1 pCTcent of taxable wages per year, which is foe rate levied on 
employees covered by the State Plan. 

As noted above, employers having private plans are assessed foe 
extra cost to the state of administering foe private plan system, and 
they are also subject to assessment to make up any deficit developing 
in the Unemployment Disability Benefits Fund, from which are paid 
benefits to covered workers whose compensable disability com- 
mences while foey are unemployed. 

THE RAILROAD SICKNESS INSURANCE PLAN 

In 1946, Congress amended foe Railroad Unemployment Insur- 
ance Act to provide for foe payment of cash sickness and matemiiy 
benefits, foe amendment becoming effective beginning July 1, 1947. 
The cash sickness benefit plan is integrated vrith foe unemployment 
insurance system, and wherever possible foe provisions of foe two 
are Sickness is considered to be in effect unemploym««t 

One qualifies frar sideness or maternity benefits in exactly foe same 
way for unemployment benefits. The basic condition of eligibility 
is earnings in railroad employment of at least $400 in foe base year. , 
were first payable in July 1947 to those who had such eam- 
<n g8 or were otherwise qualified in foe base year 1948. Tire borate 
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Ate fioanoed by bwome from a pajNrolI tax wlcidli is paid dw 
carriers. It is bdieved that proceed finmi daat tax wffl si^l^ ila 
meet obligatkuB Sot uaemplf^rnaent, sidmesst and xnatmiity. Sirnse 
die gmeral bamework of du railroad unemploymmit insurance sys* 
tem has been desmbed in Chapter 13, it will not a^tin be treated 
hi d^ad at diis point. 

Benefits. As with unemplo 3 nnent, sickness ben^ts are payable 
for each day of sideness in excess of seven in the first fourteenday 
re^stradon period and in excess of four days in each subsequent 
registration period in the benefit year. A day of sideness is d^ned 
as any calendar day in which an employee is unable to worU 'be- 
cause of any physical, mental, psychological, or nervous injury, illr 
ness, sickness, or disease,” with respect to which no remuneration 
is payable or accrues to him, and for which a prescribed staten^t 
of sideness has been properly filed within sudi reasonable 
not in excess of 10 days, as the Board may prescribe. A maximum of 
130 days of sickness benefits is allowed, at the unemployment in- 
surance rates, in any one benefit year. 

A statement of sickness is executed by the worker’s physician or 
by any individual who is duly authorized by the Railroad Retiremeiri 
Board to do so. Only one such statement must be executed for eqch 
iOness. It must be executed in time to be received by a Board oflBoe 
and not more than 10 days after the first day claimed as a day ctf 
sidmess. Persons who solicit the execution of such statements, or 
who make false or misleading statements, or who refuse to submit 
required reports and records, or who have engaged in malpractice 
or rdher professional misconduct, may be disqualified by the Board 
from mcecuting the statements. An acceptable statement dE sideness 
provides evidence needed on die days of sidmess suffm«d by an 
hidividual and is considered as initial proof of disabili^ sufiSdent to 
for payment of a claim. Attending physicians may be re* 
dgGBBSted by the Board to submit progress r^rts and information 
x^toding patients. Days of sickness and days of unemployment may 
be corniced in order to qualify f m: either sidmms or unem- 
pkiymmxt insurance benefits. 

.f Persons receiving retirmnent benefits under tbfe Railxoad itothe- 
or Sodal Security Act, or unenqdoymatit, matmnfiy, or sidaieas 
i^ier Fedisal or state law, or may other aoefid 
undmr a Federal or state kw, tedm&ig tetek- 
ben^ts, ate disqm^kl ficomteodvhig tkimmt 




4}r iaHtehiitty beoaefits at ^ same time «mder tiib MX. 
mtireniMit, Social Security^ or workiiien*s ooiB|Minatioa 
are lowm, tiia sickness benefit will be reduced by tb^ ankiwmX, 
But receipt of a veteran’s disability pension does n(X disgual^ 0 |E^ 
from also receiving tire sickness benefit, evmi if it is a pension for 
total disability. For such a pension is neither a “sickneM beru^Hf* imr 
a “social insurance” payment. Receipt of sidmess beni^ts under a 
lumgovmmnental side benefit plan does not constitute a disqualiSoM- 
tion; nor does leaving work without good cause, refusing to acoe^ 
suitable work, or partidpatiog in strikes. 

The Board may require individuals dahning or receiving sickness 
or maternity benefits to undergo examinations, pfaydeal, mental, or 
otherwise, by such qualified doctors as it may prescribe, althou^ 
such times and places must be reasonably convenient for die ent^ 
pbyee. Unreasonable refusal to take, or willful obstruction of, an 
emminatiem disqualifies one for benefits. The Board may contract 
with and pay doctors, hospitals, clinics, or other persons to make 4 
e x a mina tions of employees claiming benefits and to execute for dmse 
employees the required statements of sickness. But the cost of mak- 
ing the examinations and statements will be deducted from the bene* 
fits paid on the basis of the claims made.'' The Board does not have 
power to regulate the charges made by doctors for filling out state- 
ments of sickness, and it does not approve or disapprove those 
dbarges. 

An application for either sickness or maternity benefits must con- 
tain a waiver of any doctor-patient privilege diat die empl<^'ee may 
have in respect to the sickness or maternity period upon which the 
aj^hcation is based. But information so acquired will not be dis- 
dosed by the Board except in a court proceeding relating to any 
daim for benefits by the employee under the Act 

In mder to teedve maximum benefits, an applicatkm for ddnmss 
benefits must be filed within 10 days of die beginning of an iUness or 
li^my. Should one be filed later than that, dM claimant may lose one 
or mme days oi benefits to which he mi^t have been entitled- A 
sew a p pBcft tinn must be filed for every new illness or injury, as 
with a single application during <me benefit y«u for 
etia|Aoyment insurance. If the estimated or prdiable dun^on 

r The Board has uot made my such contracts. There is printad on die S tS^ . 
oi afaAainei ^ {oBowing wanl^; "The Board Is not auMe tor 
‘lU'eiMiaeotisu wtdi comj^etliig dlls stateiseilt.”' 
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disability is seven days or mote, tbe Board will send the ap^cazd; 
information concerning his benefit ri^ts, and also a claim form 
which must be filled out and signed at the end of the registration 
period. The claim form is for a registration period of 14 days, and 
a new claim form must be submitted for each registration period. 
If the application indicates that disability will continue for more 
dian one registration period, the Board automatically sends out addi- 
tional claim forms as indicated. For the first registration period, 
b^efits are paid only for days of disability in excess of seven, and 
for subsequent periods in the benefit year they are paid for 
excess of four, as in the unemployment insurance program. 

Cash sickness benefits are payable for disability 
occupational injuries or disabihties, regardless of whether or 
employer or anybody else is liable to pay damages on their 
unless the injury is covered by a state or Federal workmen’s 
pensation law. Should damages be received by the injured employee 
or other person, through legal action, compromise, settlement, or 
otherwise, the Board may recover the amount paid out in sickness 
benefits for the same disability. This would not, of course, apply to 
proceeds from health, sickness, accident, or similar commercial in- 
surance policies. 

By filing a notice with the person against whom a right to recover 
damages exists, the Board secures a lien against the right or claim, 
on any judgment obtained, and on any sum or damages payable, to 
the extent of the amount it paid out in benefits. When settlements 
are made or damages paid in such cases, the amount of the benefits 
received by die worker is taken out and sent to the Board. Further- 
more, if the liable person knows that sickness benefits have been 
paid, then he may be liable for the proper amount even though the 
Board has not served notice on him. 

Thus an injured employee may elect to sue his empl(tyer under the 
Federal Employers’ Liability Act or to take the sickness benefits, or 
both. .Me has nothing to lose by taking the sickness benefits, and by 
doing so is assured of a small current income for a short time. In- 
(foed, the benefits provided by diis act make it possible for the in- 
jured worker to hold out longer for what he considers a better 
settlement The Board itself may not bring suit against tiie persmi 
liable to pay the damage. Should workers in large numb^s fail to 
sue for dauQo^es or negotiate settlements, the Government might find 
its^ eng^^ed in many suits in order to protect the fund. In practice, 
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the Board takes no part in the settlement damages eso^ tb Ble 
notice of a possible lien. 

Mateniity Braiefits. Special provision is made for matemBy 
benefits, wUch are payable to qualified women employees only and 
not to the wives of insured men. Furthermore, maternity benefits are 
in addition to the regular sideness benefits provided. A qualified 
female employee may receive both sickness and maternity benefits 
in the same benefit year, but not, of course, at the same time. Receipt 
of maternity benefits does not reduce the amount of sickness or un> 
employment benefits that a woman might otherwise be eligible to 
receive. 

A “maternity period” is established, which begins 57 days before 
the expected date of birth and ends with the 115th day after the 
period begins, or with the 31st day after the date of birth, whichevar 
is later. Benefits may not, however, be paid for more than 84 days 
before the date of birth. Thus the maximum number of days for 
which maternity benefits will be paid is 116. 

Maternity benefits are paid to qualified employees for each day of 
the maternity period, and not, as with other sickness and with un- 
employment benefits, for all days in excess of seven in the first 
registration period and of four in subsequent registration periods. 
Furthermore, for the first 14 days in a maternity period and for the 
first 14 days after the birth of a child, the benefit rate is 1.5 times 
the regular rate payable for sickness. This results in the payment of 
benefits equal to 1^ days, which is the maximum allowed for sidc- 
ness or unemployment in any one benefit year. 

A maternity period which continues from one benefit year into 
another is not affected by the expiration of the benefit year. The 
benefit rate and the number of days for which benefits are paid con- 
tinue into the new year. An employee who is not qualified to receive 
benefits when her maternity period begins but who qualifies for 
rtiem in the next benefit year may receive payments for that portion 
of her maternity period which extends into the new year. 

A “statement of maternity sickness,” providing evidence of preg- 
nancy and giving the expected date of birth, must be filed by the 
woman's physician or by senne authorized persem. Liater, the actual 
date of birth must be specified. 

Seaewreh and Recommendations. The Board is to ei^ge in 
B nd conduct research projechs, investigations, and irtudies concacii- 



iag ^ ciKMie, and prevcwticm ol accidents and (^bflities and 
relate subjects, and is to leonximead such legisiatim as it nu^ 
deem advisable as indicated by its findings. 

OpcaMiiMna. Ibe railroad sidkness insurance ^ogram has been 
in operation since July 1, 1947. There has not j^n suffidmit ex- 
perience to reveal major trends, but tire following summary review 
of operations is suggestive. 

In the first year operations, 149,000 persons exduding maternity 
benefidaries, or 6.6 per 100 of the 2,270,000 qualified worlmrs, were 
paid an average of $176, and a total of $61.4 million. The jsvorage 
daily benefit rate for that year was $4.12. 

There has been but lit^ change in the number of beneficiaries 
since dien. The benefit year 1948-1949 saw 151,200 on the roll, the 
year 1951-1952 recorded only 130,000, and for 1952-1953 the num- 
ber was estimated at 147,400. There has been more change m the 
number of benefidaries per every 100 qualified employees. For dm 
six-year period ending in 1953, the low was 6.6 in 1947-1948 and 
the high 8.1 in 1952-1953. Average length of sickness, induding un- 
compensated time, was lowest in 1947-1948, with 65 days; it readied 
73 in 1949-1950 and 1952-1953. Until 1952-1953 the average daily 
benefit rate changed only little, rising slowly from $4.12 in 1947- 
1948 to $4.28 in 1951-1952. But a marked increase in bendfits was 
thmi legislated. The lowest rate was raised from $1.75 to $3.00, 
others were increased as much or more, and two new rates were 
added, one of $7.00 and one of $7.50. The average daily rate paid 
in 1952-1953 was $6.09. 

The rate of benefit exhaustions has fluctuated considerably. It 
was lowest in the first year, when 9.1 per 100 benefidaries drew die 
maximum number of days of benefits allowed, namely 130. The next 
two years, 19tb3-1949 and 1949-1950, showed increases, to 11.0 and 
13.1. Thereafter die rate again decided, to 12.8 in 1950-1951 and 
Ifio 10.6 in 1951-1952. For die benefit year miding in 1^ it reached 
14.3, the highest to that date. For the five years 1948-1952, as many 
as 67 percent of all beneficiaries did not ex^ust their rights, 11 per- 
cent exhausted diem once, and only 2 percent exhausted them in 
two or more years. 

f The pattmn of disability does not vary much bom year to year 

'"Oxcept in die event df an ^demic. Fm die five years midiiig in 1^$, 
abmd 46 rpeTcmit of the benefidaries had been on the beam rd in 
osiy one year. In my year only a maifl percentage 
19^ jtewe been on the roH hi both earlier and later years. 
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Fraclttres have been tine most common cause of ai(^ 

ootmting for about 6.5 percent oE aH benefits. Aitinitis and rlwiiilka^ 
tfsm run a diose second, accounting for nearly 5.5 percent. Arteti^ 
scleiotic and degenerative heart diseases, hyp^tenshm, and ulOers . 
together account for nearly 12 percent. The dmratiem of is 

high. Tuberculosis and general arteriosclerosis have a light inci> 
dence but a heavy duration— 200 and 280 days respec^vdly.* 

The Railroad Retirement Board makes sample chedcs on daims 
for disability benefits. From August through December of 1947, a 
total d 2115 field visits were made, mostly in September, of cas^ > 
where a doctor's findings did not appear conclusively to su|^>ort his 
diagnosis. Interviews were held wherever possible with the rlainn^nt^ 
his employer, his doctor, and in some cases witii other persons udio 
had knowledge of the case.^ 

The results of those interviews suggest that tiie system is working 
reasonably well. There were only six cases in which possible indira- 
tums of fraud were found, and only nine where there was evidmwe' 
of possible malingering. A total of 94 cases were found in whidi 
wages were payable for one or more of the days of claimed disabil- 
ity, but the wages had not yet been paid and there was no evidence 
that fraud was intended. In 24 cases it was found that benefits mi^t 
later bd recovered from work injury or other damage settlements. 
In 84 cases, spedal medical examinations were scheduled to detw- 
mine more accurately the extent and probable duration of the dis- 
ability. 


THE NEW YORK PLAN 

New York enacted its law in 1949, to become effective in 1959; 
Hie plan differs from others in that it is modded after workmmiV 
compensation rather tiian unemployment compensation, and it is 
administered by tiie State Workmen’s Compensation Board rather 
tiian by tiie agency administering unemployment insurmice. 

Cover ag e. Emplt^ers who for 30 or more days employ 4 or ihare 
wmicers are covered. Maritinm workers and puMic empk^^ees are 
rntdladed, ahhau^ both of tiiese groups are covered by unem^oy- 
ment insurance. Excluded ^ployers may voluntarily elect coverage^ 
blit ^ least SO percent of their employees must agree; unless 
tile tax levied on emjloyees. Voluntary courage 

' September 195S, p. 167, ' 

*a<idL, Febn^ 1948. Jp. 82-a4. 
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be discontinued (m 90 days' notice. Individual workers otherwise 
covered are permitted to eler^ out the system on religious 
grounds. 

Benefits. Disability occurring during employment is defined as 
inability to perform one’s regular duties or other duties which the 
employer may offer at the worker’s regular wages and which tiie 
injury or disability does not prevent the worker from performing. 
Disability resulting from occupational injury is excluded, being 
covered by the workmen’s compensation law. 

To be eligible for benefits, an employed worker must hav4 been 
at work for 4 or more consecutive weeks in a covered employment. 
Eligibility extends for 4 vireeks after covered employment is termi- 
nated, but not beyond the fifth day after termination if the worker 
is gainfully employed by a noncovered employer. As long a^ the 
worker moves among covered employers, his efigibility is protected. 
An unemployed worker who is eligible for and receiving unemploy- 
ment compensation benefits becomes eligible immediately upon re- 
turning to work for a covered employer. Regular part-time workers 
become eligible on the 25th day of work for the same covered em- 
ployer. 

Benefit payments begin with the eighth consecutive day of dis- 
ability. Successive periods of disability caused by the same or by 
a related injiuy or sickness are considered a single period only if 
they are separated by less than three montlis. The waiting period of 
7 days applies again when there are three or more months between 
periods of any one disability, and for each different disability. 

Die benefit rate is one-half of the worker’s average weekly wage, 
with a maximum of $30 and a minimum of $10. But if tiie average 
weekly wage is less than $10, die benefit is the amount of the aver- 
age weekly wage. Compensated disability for less dian one week is 
the benefit amount divided by the normal number of days worked 
eadi week tim^ the number of days of disability. 

The av»age weekly wage is die average of total wages received 
from die last covered employer for the 8 weeks, or portion tho-eof, 
immediately preceding and including the last day worked befitHre 
disability began. If the worker has not worked 8 weeks for his 
,last employer, the average may be of his total wages from all em- 
ployers iu the 8-week period. *11105 the rate is based on most recent 
eaxniags fadier than on the more remote base period used for im- 
emf^tojnaient insurance. 'The Board administering the Act may pre- 
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scribe odier procedures f(» any ckss «r classes, and it may aadmrisri 
leasonable deviations firom established procedures. 

Durati(m of benefits is not to exceed 13 weeks during any period 
of 52 consecutive weeks. No benefit is paid for any period when 
the worker is not under the care of an authorized physician. Injury, 
or sickness willfully caused by the worker or by another work^, or 
resulting from an illegal act, is not compensable. Nor are benefits 
paid for any day on which a worker is employed for pay or'j^ofit, 
or for any day on which a worker is entitled to sick leave with pay 
from his employer or to benefits from a fund to which the employer 
has contribute^ where the pay or benefit is equal to or greater 
than the benefit provided by the law. No benefits are paid for dis- 
ability due to an act of war. No benefit is paid for any day on which 
a worker is disqualified for imemployment compensation benefits, 
or would be disqualified if he were eligible except for his disability. 
There is no provision for maternity benefits, and no benefit is paid 
in these cases except after termination of pregnancy and then only 
after 2 weeks following retirni to covered employment. 

Provision is made to prevent duplication of benefits. Persons 
are disqualified if they are receiving Social Security old-age benefits 
or an annuity or pension provided by the employer or coming from 
a fund to which the employer has contributed, if the amount of the 
benefit equals or exceeds the disability benefit. Disqualification sim- 
ilarly attaches to the receipt of a permanent disability benefit under 
any law except a veterans’ program, or from any employer. Ihe 
same holds true for unemployment insurance benefits under any 
law, and for workmen’s compensation or employers’ liability bene- 
fits for permanent partial disabih'ty before this law became effective. 
However, if a claim for workmen’s compensation benefits is chal- 
lenged on the ground that the disability was not covered by the 
state law, disability benefits are paid and the amount may be re- 
covered later if the workmen’s compensation benefits are awarded. 

Beneficiaries are required to submit to examination by a ^ysidan 
at the employer’s or carrier’s request, but not more frequently than 
(mce each week and without cost to themselves. In contested cases,, 
the chairman of the Board may direct examination by a physician he 
ffpd he may do this for any unemployed benefidaiy. 

fl inCTiiplft yAd Workmrs. Special provision is made for workms 
who become disabled while unemployed. Unemployed wtnrkerswho. 
are. entitled to unmnploymmit insurance baiefits within 26 wedca 
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inBBKxHiag^ flawing of tbeic employmait; wtt efigIbiB. 

for disttUlity benefits during tbet 26-wedc peri^ for eadt made 
liiey woohi have received unempkymeirt insurance ben^ts had 
they not been dimbled. The weddy braefit amount, maximum and 
miniraum, and the duration appl^ble to employed workers axe 
applicaUe to tiimn. 

Unemployed wmkers who are not eligible for unemployment in> 
surance benefits and who were paid by covered employers at feast 
$13 a wedc for at least 20 calendar weeks during tiie 30 calendar 
weeks immediatdy preceding the last day of emplo)m[ient|for a 
covered employer, may be eligible. They are eligible if, during the 
26-vmek period of unemployment following the last day of enmloy* 
ment for a covered employer, tiiey are not eligible for unemploy- 
mmit insurance because they lack the necessary qualifying wi^es. 
Ihey are eligible dming this 26-week period provided they md 
‘‘continued attachment” to the labor market, i.e., were not “in and 
out” employees. These employees may be required to file proof of 
disability, wages, employment, and such other proof as might be 
required, and they may also be required to file reports. 

bsnranoe and Contributions. The New York Act imposes upon 
employers the liability to pay benefits. Beyond that it requires mat 
tile liability be insured. There is a state fund, the same one tiiat 
sells WDikmen’s compensation insurance, with which the employer 
may insmre his liability. He may insure with a private commerdal 
carrier if he prefers. Or he may be a self-insurer, if he can offer ade- 
quate evidence of ability to carry the liability. Private plans differ- 
ing brom the pattern set by the law may tiius be establidied by 
empfeyers, jmivided the benefits are at feast as favorable as those 
establ^ed by the law and eligibility requirements are no more 
restrictive. 

Ihere is a special state fund from which benefits are paid to un- 
employed workers who qualify and from which benefits are paid 
afeo to qualified employed workers whose employer defaults tm his 
Hability. This fund was established by a spedal tax, levied for 6 
mKmths, of 0.2 of 1 percent of wages, but not to exceed 12 cents a 
i; Vn»ek per wmker, and one-half ^ this was assessed against mn- 
^.i^byees. If im April 1 tire net assds in the bind are $1 fnfflin|i9)r 
Bmie below $il2 millkm, or less than twice the bene^ pdd to iitt- 
wdrkers in the preceding fiscal year, wlddiever is greafeir^ 
■llifr httuitooe curiers, im^diag ^ state fond, are asstSMed ^ootq^ 
j^epcaticn to covered wages to bring the asiount to $12 milfioii 
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oar twice tiie txenAfits paid, wfaidiever grealn:. ddst ytaww»|B ^ 
is twt levied on tbe pay soils covered .by psivate plans that pe^ ;be^ 
fits to imen^toyBd workers. Should the amount in the special 
£aU below $3 ndllimi and disability daims indicate that intne mom^ 
will be needed bdore the next assessment date, which is Apifi 1« 
the Board may assess and collect immediately. The state does not 
assume any liability for paying these benefite from its own hinds. 

Begular contributions from employed workers are set at 04$ 1 

percent of wages, but are not to exceed 30 cents per vradc fmr any 
one employee. This contribution may be collected by the empbyer 
whether he insures widi the state fund or a commerdal carrier, or 
carries his own risk. The employer’s regular contribution is tibe de- 
ference between the cost of toe benefits to him and the amount col- 
lected from his employees. 

The expense of administering toe program for both employed and 
unmnployed workers, not including what it costs the state to act as 
a carrier, is assessed against toe carriers in proporticm to covered 
pay roll, and toe law sets no limit on the amount of those expendi- 
tures. The state, as a carrier, bears its share of this expense. Private 
carriers bear whatever administrative expenses they may incur. 

Opcartukma. As of July 1, 1952, a total of 4.6 million workers 
were covered by toe Act, and their total pay roll for 1952 was esti- 
mated at $11.8 billion. No data are available (m toe amount of om- 
tiibutions; but for 1952 a total of $79.4 million was paid in benefits, 
including about $6.1 million in hospital, surgical, and medical care 
benefits paid in lieu of cash. The average weekly number of bow- 
ficiaries was 44,100 and the average weekly baiefit for a full wedc df 
disability was $31.79, which is more than toe maximum required 
the law. The cost of administering the system for toe fiscal year 
ending Manto 31, 1952, was $1,170,000. 


SOME OBSERVATIONS 

It reasonable to believe that compulsory cash sicknMS bei^ 
fit platiB will in tinift spread over the entire cminlry. and ^ 
•ome instances excessive, sums have been accinnulated .in nneto* 
.ifioyifient. compensatioa reserve funds, and anph^^eiV taxes 
'hewa ipeatfy reduced* The movemeiR for national omnpulsery mod- 
htetoUtoe seems to have lost its momentum, ai^ the &ae is 
for i^pifying pressure dbewhere. Cash Mckness benefit 
can be worked out separate in each state on a pieoemeal 
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1m^ although approfniate' Federal legislaticm vrould speed the 
movem^it. Prc^>osals have already been introduced in many state 
legislatures, and die pressure for tbeir enactment will steadily grow 
heavier. 

American experirace with compulsory cash sickness benefit plans 
is exceedingly limited, and wiU remain so until more laws fire 
enacted and put into operation. The many practical problems that 
exist and otihers that arise will have to be solved in the light of 
American conditions and experience. Since we are uncertain as to 
what types of plans are preferred, it is likely that considerable ex- 
perimentation will take place. And it is really desirable that this be 
done.^® 

One important problem involves the relationship of benefits to 
current wages at the time of disability, a problem common to all 
forms of social insurance. A high ratio of benefits to wages'will 
result in a hi^er claim rate and in more malingering, and it will 
affect the reserve fund adversely. The fact that sickness benefits are 
tax-exempt, and the fact that some expenditures normally incurred 
in connection widi earning an income are not made during sickness, 
should be considered in establishing the benefit level. It is true that 
any reasonable relationship so established might be disrupted by 
(hanging wage and employment levels, since benefits are generally 
computed on the basis of earnings from some distant past period. 
But an administratively determined level, such as was used in many 
state minimmn wage laws, appears to be out of the question. Em- 
ployers would ob|e(A to necessary tax increases and workers would 
(hject to benefit decreases. 

Many believe tihat compulsory (»sh benefits should be at the 
minimum of subsistence level and that supplementary benefits 
should, wherever possible, be provided on a voluntary basis. It is 
possible that he voluntary plan system being used by California 
and New Jers^ will solve the problem of providing more than a 
minimtun of subsistence benefits by law for many workers. At least 
it can be said to"provide the opportunity. Allowing voluntary plans, 
subject to appropriate safeguards, has other possible advantages. But 
it is not unlfimly that the device will be used in many states merely 
as a method of relating individual employers’ contributions to the 
cost (ff b^aefits to their own employees— a kind of "merit rating^ — 

S; A Hcdunis, Compubory CaA Sicknen Benefit Plane, MetropoUiaB 
Life Inniraace Co., 1946. 
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except perhaps where strong unions take a part of tiidir wi^ Inr 
creases in the form of higher cash disabili^ bcmeSts. th^ shotdd 
be a state operated system, if for no other reastm than to provide for 
diose who cannot participate in voluntary plans or who prefer not 
to do so. 

The payment of cash sickness benefits to persons who are no 
longer in the labor force can be justified, if at all, only in the absence 
of a system of medical care insurance. People who are too old to 
work should not be eligible for cash disability benefits. Nor is th^ 
any compelling reason for giving a “free ride” on the sickness benefit 
bus to people temporarily attached to the labor force and who there* 
after leave the force for good. It is unwise to lay on one system a 
burden that more properly belongs somewhere else. It is not likely, 
however, that qualifying conditions for sideness benefits will be more 
rigorous than for unemployment compensation. 

By the same token, the administrative machinery of some other 
system should not be used for cash sickness plans without making 
necessary modifications. Claims machinery for unemployment and 
sickness certainly should not be identical. Sickness claims would 
seem to warrant considerably more personal attention by highly 
trained specialists than do unemployment claims. Availability for 
work cannot be easily tested by requiring appearance at an employ- 
ment office and by the offer of a job, but must be tested by medicaUy 
trained personnel. Yet it does not follow that an entirely separate 
administrative system is necessary. It is possible to make modifica- 
tions in the unemployment compensation administrative machinery 
which will enable much of it to be used successfully for the cash 
sickness benefit system. This should not blind legislators to the fact 
that paying sickness benefits involves a lot of work and requires 
considerable additional personnel. Effective administration will more 
than pay for itself. 

Three different methods, or sources, of financing cash sidmess 
benefits are now in use. In Rhode Island and Califomia benefits are 
paid altogether out of funds contributed by employees, while in die 
railroad system the benefits are paid altogether by the employers. 
In New Jersey and New York, both employers and employees con- 
tribute. Should Ckmgress permit the use of smne unemployment re- 
serves other (ban those contributed by employees to pay cash sick- 
en ben^ts, joint finandng which is probaUy the b^t method, 
would piobabty become the rule. For it is not likely that most 
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pwsent state unem^dc^cad: eooipessatioQ late stnidures can afae 
aii{^>ort cash sidmess l^efit payments indefidtely. And as reservel 
dwindled, employee ocmtiibations mi^t well be oonsicfered neces* 
saty. Congress did add a cadi sickness benefit plan to the railroad 
unmnployment insurance system, whidi is altogether financed by 
empk^m. But the railroad cmitribution rate at that time was fiiped 
at 3 percent, and althou^ the . rate may now be reduced, yet there 
are Ihnits below which it is not permitt^ to fall. 

Thme is considerable opposition to the expansion of the «»-»b 
disability benefit movement, but it is certain that the movement will 
continue to grow. One business executive, in answer to the questkm 
whether employers should fight the movement, replied: "It appears 
to be the wisest course for business to cooperate fi^y with th^gen- 
des that are trying to develop these programs. If industry will ^ply 
its ability to this problem, something much better can develop 
it.” In other words, some industrial leaders appear to be convinced 
that the movement will succeed and that by assisting in its develop* 
ment, the end result will be sounder, at least from their point of view. 


COMMERCIAL GROUP POLICIES 

There are group accident and health policies, frequently writtmi 
in ocKnbination with group life insurance, but now also commonly as 
separate policies, wUch pay cash sickness and accident disability 
bmiefits. The number of persons covered by such policies was 
approximately 2 million in 1930, had increased to 25 million in 198^ 
reached 6 million in 1945 and was apjH’oximately 10 million by tibe 
end of 1953. Ckmimercial group policies are vmtten for a period of 
(me year, with necessary premium adjustments made for die follow* 
iog year. 

As with other types of group insurance, a minimum number is 
requhed before a master policy is issued, usually 25, and where die 
enqilayef oontnbutes a part of the premium, as is done in appmud* 
oalely half of the cases, then 75 percent-of the group must join. 
Osdy hill-dme enqiloyees, usually only those under 70 years (tf age, 
emidayed for at least three months are insured, but they are not 
lie^piized to pass a physical examination whmi the group is origini^ 

" G. Waltner, administrative assistant, Instnance tod Sbdsl SeoiB^ 

tkfmAeiA, Sttodaid Oil Cktopai^ of N«v Jersey, in Whaft Hew in ImwP' 
American JManafement AM$oclatim, 1947, p. IS. 



camdlied. Pixnd^rfcm is matte for admittiag «al}SeqpieAl%' 
ilidividuds, after a short probationary period oi empteyniep];«isa^^ 
tihree months. Coverage is canceted w^n employment is taiiinateidl 
and usually the terminated employee is not paxmtted to convert to 
an individual policy. 

The amount of disability benefit any employee may receive is 
gmterally limited to two-tldrds of his wages. The benefit mte may 
be dm same for all employees, or it may be made to vary with wiages. 
Disability covered by workmen’s compensation is not included. 

Benefit payments begin after a waiting period, varying in difito* 
ent policies form three to seven, sometimes 14 days, and are usually 
limited to a maximum of 13 weeks in any 12-month period for any cme 
disability, and never for more than 52 weeks, with foe spedal proviso 
that for persons over 60 years of age the spedfied maximum duration 
of benefits is for all disability dtiring the year and not merely for 
any one disability. Benefits are paid in pregnancy cases, but usually 
for not more than six weeks. 

For a weekly benefit of $10 payable in case of either accident or 
sickness, after a three-day waiting period for sickness and no wait- 
ing period for accidents, and for a maximum duration of 13 weeks 
per disability, and where females constitute less than 11 percent of 
the group, the basic monthly premium, in industries not especially 
hazardous, is 80 cents. An additional 13 weeks can be had for a total 
premitnn of $1.01, and for 52 weeks of benefit the total pemium is 
$1.14. IiKareasing the waiting period in sickness cases to seven days 
but with no waiting period in accident cases, gives the following 
basic rates: 13 weeks’ duration, 66 cents; 26 weeks’, 86 cents; ^ 
wedcs’, 98 cents. Bates for sickness coverage only are but a few 
coots less than for both sidoiess and accident. The rates tta wmnm, 
Mexicans, Chinese, and Japanese are double those for white mm in 
standard nonhazardous industries, and Negro women are counted 
once as women and once as Negroes. Rates for mixed groups are 
determined by the particular composition of the grov^. it is;n^ 
ntuiaital fot Companies to declare dividends or to make rate 
justments on ^tmp policies at the end of the year, returning excm 
premiums chewed. 

fViiif^TwwiniAl group annui^ policies may also pov{de,.for im exlte 
premium, limited benefits in cases of total permanmit dimbffity. 
pinvide that a totally permanently disabled employee imiy cteic* io 
foitoive a paid-up deferred animity or to cancel his aaomSty ttod 11^ , 
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in cash a share of the poUc^ s surrender vahie {sraportionate to his 
oontiibution. When die worker elects to take cash, he is usually paid 
off in twelve monthly installments. 

The number covered by individual accident and health policies is 
greata* than the number covered by group policies, and fttnoimted 
to some 9 million at the end of 1946. The total of 16 million with 
group and individual coverage does not represent that many differ- 
«it individuals, since approximately 56 percent of those having 
health policies also have acddent policies. The summary data in 
Table 73 indicate the level reached by commercial coverage and the 
growth from 1945 to 1946. 

Tabus 73. Summary of Health and Accident Insurance of United 
States Residents, 1945 and 1946 


I. Individual Health and Accident PoUdee 


Kind of Policy 

Polides in Force 
(000 Omitted) 

Weekly Indemnity 
in Force 
(000 Omitted) 

I 

Weekly 

Indemnity 

Claims 

(000 Omitted) 

1946 

1945 

1946 

1945 

1946 

1945 

Accident only* 

2,907 

2,422 

S 79,756 

$ 64,275 

174 

146 

Health onljr* 

147 

128 

4,178 

3,746 

17 

14 

Acddent and health 
combined* 

7,837 

6*091 


85,580 


2*411 

Total 


8,641 

$192,824 

$153,601 

2,228 

2,571 

l^iedfied risk^ 

Mother 

2,655 

2,269 

3,428 
; 1,939 






n. Group Acddent and Health Polides Providing Weekly Benefits 



1946 

1945 

Weekly indemnity group contracts in force 


$ 23,059 

Weekly indemnity certificates in force 


5,928,000 

Amount of weekly indemnity in force 

127,200,000 

100,830,000 

Weekly indemnity claims paid* 

■■UULLKhLll 

1,274,000 


*Polidef are not induded which prowlde only principal cum, hospital expense* medical 
expmii, or snivicid expense benefits* or policies limitinx eoveraae to specified risks. 

* Includes all limited pdUeics, but not those which provide only boepital expense* medical 
dipme» or surgical^ benefits. 

1 ^; clndodss estimal^ of the number of claims on which first payment was . made in 1940 
> lb4«. 

. frA* tCiikpabick, Ametiam Economic Seourt^, January 1948, p. 25. 
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EMPLOYEE MUTUAL BENEFIT ASSOCIATIONS ; 

Employee mutual benefit associations have existed for many 
years in this country.^* Their principal function is to pay cash dis- 
ability and funeral benefits, although some provide hospital and 
medical service benefits as well. The earlier ones w^e organized 
by workers themselves, and frequently independently of their par- 
ticular workshop, but later employers sponsored such schemes in 
their own establishments as a part of their personnel work. 

There are approximately 600 employee benefit associations, with 
some 1.5 million members, widely distributed geographically and 
industrially. They are declining in importance, largely because the 
insurance functions they perform are more eflEectively performed by 
other agencies, such as commercial companies with their group 
policies. The development of governmental cash disability benefit 
laws would practically abolish the movement. 

Membership is nearly always voluntary, but associations generally 
have highly restrictive membership requirements. Employees oyer 
50 or 60 are usually excluded because of their higher morbidity 
rates; and a few associations also exclude women and Negroes for 
the same reason. Persons suffering from chronic diseases are gen- 
erally admitted if they waive benefits for those diseases. In two-thirds 
of the associations no physical examination is required. In about 
one-half there is no probationary membership requirement before 
eligibility to benefits, the others requiring usually one month, which 
is less restrictive than most group insurance plans. Furthermore, 
membership may frequently be retained for substantial periods 
after employment is terminated. Disabilities which are covered by 
workmen s compensation laws may or may not be compensated. 
There are a few other exclusions: disability resulting from intem- 
perance, immoral conduct, fighting, and in those associations admit- 
ting women, pregnancy and childbirth and diseases peculiar to 
women. There is a waiting period, usually of 7 days, in any disability 
before benefits are payable, but in many instances benefits are 
retroactive where the disability continues beyond a specified p^iod* 

See H. Ladd Plumley, Budgeting the Costs of Illness, National Industrial 
Conference Board, 1947, chap, ti; Elizabeth L. Ot^, Cash Benefits under Vokrn- 
tary Disability Insurance in me United States, Bureau of Research and Statistics 
Repeat No. a, Social Security Board, 1941, chap. v. 
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Caidi braiefits, usually unifonn fw all membais, are at a fixed 
amoiu^ whidi is tisuaUy $10 per wedc, but in some associations die 
benefit is stated as a percentage of wages, usually one*balf or two* 
thirds. Ibe number (tf wec^y bmefits payable varies frm five to 
52, tile most cmnmcm being 10, 13, and 26, found in about half of 
the plans. In a few plans there is a specified maximum sum payable. 
In a few, duration is made to vary with the state of the treasury,.sex, 
loagth of membership, or length of service. Permanent disab^ty is 
not omnpensated beyond the limited duration provided for tmn* 
porary (Ability. There is usually a small funeral benefit Claims 
are investigated by a committee of members, but certifica^n for 
ben^ts is by a physidan or nurse. I 

These benefits are financed by regular dues, usually uniform for 
all, but smnetimes varying with wages and sometimes with rox and 
age. The dues are usually deducted by employers, althou^la few 
societies have collectors. The most common amount chargemis 50 
cents per month. About half of the associations receive some support 
from their employe's, and in such associations the employers par* 
tidpate in the management in proportion to their support. 

The ease with which rates and benefits may be changed, the 
extremely low cost of administration, and the small amount of 
malingering that results because of visiting committees an^ tiie 
genm’d attitude of members have kept these associations solvent 
despite the fact that most of them are not organized on an actuarial 
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CHAPTER TWENTY-THREE 


SOME GENERAL OBSERVATIONS 


What has been set down in die preceding chapters constitutes an 
outline of American social insurance, with sufficient details to add 
a bit of body. It is the outline of a relatively young and a rt^idfy 
changing movement. On the whole, what we have is distinctive and 
impressive. The United States has taken its place alongside odier 
leading industrial nations in the sodal insurance movement 

How did social insurance come to pass? Why did it not come 
sooner? What are the major factors accounting for its origin and 
development? What are the major “defects” of the American sys- 
tem? )^^t major changes are being proposed? What are some of 
die obstacles to improvement? Many and varied answers have been 
given to these and other questions concerning social insurance. It 
will be worth while to spend a litde time with them. 

FACTORS IN THE DEVELOPMENT OF 
SOCIAL INSURANCE^ 

Students of die hist(»ry of social movements approach their task 
humbly and with many misgivings, for the number, variety, and 
intorplay of forces involved have woven amazingly complex patterns 
and have left discouragingly few traces of themselves. Etizabedi 
&andeis, an able and eiqierienced researcher, has stated the prob- 
succinctly, as follows: 

Matoial on how specific laws came to be passed is fragmentary in the 
.extrmoe. The official records in most States reveal nothing— there are no 
stenographic r^iorts of legislative hearing at le^slative ^bate. Even tf 

^ Tbe following anahwis <£ factors in the devdoonent 6t social lasuranM fii 
taken kogdy feom ffie auffior’ s (hapter, “Minimum mcome Insurance,’* in Ssla 
EHridge and assodates, Dtedopment of CoOecHoe EnUrprtte, University of 
Kmsai Press, diap. 20. 
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sodi reoocds were available, they would not reveal ccanpletety die inter' 
play of forces whidi actually put tbe particular measure on the statute 
bode. Even the participants in a campaign to secure a given piece of legis- 
lation can only guess at the real explanation for their success or hdlure.* 

Yet it may be worth while to summarize briefly, even thou^ 
imperfectly, what seem to be the major factors leading to the estab- 
lishment of social insurance measures. 

Evila of Industrialization. There can be no doubt that the evils 
against which social insurance as we know it is directed are pri- 
marily products of the modern capitalistic economy, althou^ some 
of the evils exist elsewhere and noncapitalistic sodeties hswe their 
own systems of social insurance. By 1850, European industrialized 
capitalism produced annually a “destitution problem of sericus pro- 
portions.” ‘ The extent of that problem has probably bebn consider- 
ably exaggerated, but it was serious. More important was ttm fact 
that the factory system and urbanization, by concentrating the 
unfortunates, and perhaps adding to their numbers and distress, 
made their plight conspicuous and greatly reduced the possibilities 
of relief through individual and familial charity. The public poor 
relief necessary became sufficiently expensive to alarm taxpayers 
and demoralizing enough to alarm statesmen. 

Politieo-Economic Philosophy. In England, destitution and 
poor relief were important problems. Yet England did not rush into 
a system of social insurance. Something more than industrialization 
and its attendant suffering was essential. In England at that time, as 
in die United States until very recently, the doctrine of individual- 
ism was rampant. Adam Smith and the classical English economists 
made of laissez faire a cardinal philosophical and economic doctrine, 
but diey succeeded in doing so only because laissez faire did con- 
siderably more good than harm at that time, even for the workers. 
As late as 1892, one good man could argue that “the utmost duty 
that lies upon the state ... is to prevent people from dying of 
starvation, when they are ill or too old to wmrk, and this it already 

> D. D. Lescohia and Elizabeth Brandeis, Working CondaUms and Labor 
LeghHation, vol. iii of Onmnons and associates. History of Labor In the United 
States, Ibe Macn^llan Cknnpany, 1935, p. 400. 

8 Baibara N. Axmstrong, Insuring the Essentials, The Macmillan Company, 
19^ p. 9., 
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does through the operation of the Poor Law." * Tliis man oould 000 ^ 
sido: the trade unionists’ demand for tihe abolition of the oommoo- 
law fellow servant rule as “preposterous." 

It was in Germany that a broad national program of sidkness and 
industrial accident insurance was first laundbed, in the years 1883 
and 1884. The German economy developed rapidly aftor 1850, and 
especially after 1870. But it would be an exaggeration to say that 
tihe resulting conditions of the workers were the decisive factor, 
particularly in view of the fact that such conditions developed earlior 
and were worse in England. 

In Germany, the leading philosophers and economists had not 
fallen under the influence of the doctrine of laissez faire; on tibe 
contrary, state interference in the economy was an accepted policy.* 
This fact, however it may in turn be explained, played a significant 
role in the development of German social insurance. But more im- 
portant perhaps than the acceptance of the doctrine of state inter- 
ference was the existence of a growing Socialist movement. Socialism 
itself can be explained simply, indeed too simply, in terms of 
economics. Even more important than the Socialist movement was 
Bismarck, who wanted to win the workers away from socialism and 
to create a state which would be something of a mean between 
bourgeois democracy and feudal absolutism, and who, althou^ 
not above aU things a great humanitarian, wanted also to estabB^ 
a more humane social and economic order.* An unusual “conjunc- 
ture” of economics, power politics, paternalism, socialism, and per- 
sonalities accounts for German leadership in national social insur- 
ance, but how the conjuncture was Reeled and the rdative 
importance of each factor involved caimot possibly be evaluated. 

Personal Leadership. The next great step forward was takmi 
by England in 1911 when the first nation-wide compulsory un- 
employment insurance law was enacted. How tibat happened is 
none too dear. Abraham Epstein’s condusion diat protests by 
workers against their conditions account to a considerable extent 

* George Erodes, Industry and Property, Suffolk, published by die author' 
himself, 1892, vol. i, p. 251. 

* I. M. Rubinow, Sockd Insurance, Henry Hok & Compai^, Ihc., 19IS, p. 
15, Mddioir Palyi, “The introduetkm of Adam Smidi on the CemtineDt," Ja 
Adtm Smith, 1776-1926, University of Chicago ftess, 1928, chap. vfl. 

* Hans Rothfds, “Bismaidc’s Social Policy and the Problem of State Sooial> 
ism in Osimany, Part II,” Sociological Review, vd. xxx, 1938, pp. 288-'3(ffi. 



m jiMmcm socu^mmiim 

km die £i^Ush oiovemmt is not otmvindng.’ It may never be Imomt 
oOnq^ilsMy unen^ploymmit iasoxainoe came &st in Eo^aad. 
A few powerful personalities tibere were, but time, place, idedogy, 
pditics, and economics wen all, if not against tbi^ then at least 
not with diem. Here, certainly, there was no conjuncture of cirouia> 
stances such as seems to explain the first great German step. 

The Rc^al Commission <m the Poor Laws and Relief of Distress 
(1905>19W)-, bdh majority and minmity groups, was <^>posed to 
a ooflcpulsoiy schraae.^ So was the Charity Organization Society, and 
so were the trade uniom. Ibe Webbs were opposed becaun 
feared diat the union movement would be injured. But at tibe instance 
of Winston Churchill, Hubert Llewellyn Smith and Willia a Beve> 
ridge developed a compulsaay, but restricted, plan; and this ‘rhnost 
uni^ctted and spontaneous” and almost universally opposed vrature 
on the part of Winston Churchill was put throu^ Parliament by 
Lk^<Ge(»rge. And the act was not popular.* 
i^ore President Roosevelt’s "New Deal,” only workmen’s com- 
pensation had been well developed in the United States. One reason 
ocannumly given in explanation of our laggardness was the per- 
sistenoe of the 18th century doctrine of individualism, so well 
expressed in Jefferson’s dictum that ”that government is best which 
govmns least” But in Germany, where the doctrine was never 
generally acoqrted, the national system was not begun until 1883, 
and in En^bmd, \(here the doctrine was accepted, we find work- 
men's compensation as early as 1897 and the first development of 
oatkmal omnpulmty unemployment insurance and a comprdimsivo 
eonqmlsoiy health jnsmance system in 1911. Even a cursory exam- 
ination of oountries and dates shows that sodal insurance readffy 
faipd its way into countries where the doctrine of individualism 
was atxoDg and ll^ed in many countries where it vras weak 


CNtganfaed Ldwr. Two otiier reasons generally givmi for our 
were tile political weakness of labor and tiie (^position 
of These are r^ly inconsistent witii eadb other, shice the 

strengA of labor is a function of -the extent of its mganiza- 


t Jia«enir%, A ChaOtnge to America, Hantam Smidi & Robert Haas, 1986^ 

B. Cdsoo, Vnemplojfmeat Imunmoe ia Oteat BriMn, IndnsMii 
Rrlnfrfif '* — IT ^ — «n.^ 

mans, iBbeeii ft Con^any, Lk;, 1989, dhim. SL 
•R. G Davids^ op. oft., pp. 74-7o, 79. 



Hob. fiot llie xc^HkmHii^ bofewera tile ecoamic and pdliticel 
streogtii of-laboir and the initiation oif social kisurantxs sjrstram hu 
not twen ^^et in my country. In Bisnuudc’s Geimai^, unions woe 
not power^ altium^ their alliance with the Socialists was of some 
ccmsequence; Englitii unions in 1911 were powerful and they were 
0 |^os^ to compulsory unemployment insurance; and American 
unions in 1935 were beneficiaries of rather tiian contributors to tiie 
strength (rf the New Deal. 

Written Constitutions. Anotiier reason advanced was tiie exist' 
enoe of written constitutions. But this also is not convincing. Work- 
men’s compensation was possible and was achieved. Comprdlientive 
plans for public employees were possible, but were not and have 
not yet been developed. The first Federal railroad retirement act, 
whi^ might have b^n attempted fifty years earlier but was not, 
was declared unconstitutioiud, yet a retirement system for railroad 
employees was nevertheless achieved, and without sanction of tiie 
courts. Wisconsin enacted an unemployment compensation law. 

Timidity. Professor Eveline Bums argues that often social re- 
fcmners aim too low, that they “indi alon^ with meager public 
support when greater daring would dramatize the possibilities and 
bring more vigorous and widespread pubHc support.^** The ei^pnri- 
ence of Winston Churchill and Lloyd-George in securing the enact- 
ment of unemployment and health insurance lends some support to 
that view, as does Bismarcdc’s experience. But let it be not^ titat 
even they '‘inched along,” and that vigorous public support was tiow 
in rvwning , indeed came only after they had succeeded. Early bills 
jwesented to American legislatures would have established sub- 
stanthd programs of social insurance, but vigorous support was not 
forthcoming. It would seem idle to ma inta in that had the proposals 
been even more daring, public support for th^n would have been 
created or cxystallized. American experience with the Lundeen un- 
employment benefits bill supports this view. Fortunately, mcoe &an 
v^n and daring is necessary. 

li^gard PnUle Opinhni. The common thesis titat a laggard 
public opinion was the chief cjause erf delayed provision for scic^ . 
iipgtfw^ivrwt hatdly be aoceptecL Bismarck, Lloyd-Gecage, and; 

D. Bomevelt succeeded in making geat strides iritia?^ 

r» fottMKb Sooiri S«)w%. MoGraw-Hin Both CknqMqqr, la^ 19^^ 



AMEBICAN S(XaAL INSURANCE 


die support of an active favorable public opinion. Porhaps no 
crusade in die United States has had so much support as the Town- 
send $200 a month old-age plan, but litde good t^t public opinion 
did it.^^ The point is beautifully made by C. A. Kulp when he says: 
*There is no harda: question, even for the veteran social reformer, 
than liow did this law get itself passed, who were its supporters, 
why was it passed at this time and not sooner or later?* One thing 
is certain: it was not the pressure of a widespread aroused public 
opinion. The public wakes up first to a new social insurance law 
when jobs are to be handed out, second and much less defini^ly and 
certainly when die new law begins to show its first flaws.” ■ 
Whatever may have been the reasons for our laggardn^ss, the 
nation was suddenly catapulted into compulsory old-age and un- 
employment insurance and substantial assistance grante to Weedy 
persons by President Roosevelt and the “New Deal.” A neat explana- 
tion of the forces and events leading to that move may be given. 
The depression convinced us of the need for action by government, 
gave us President Roosevelt, who in turn gave us a “New Deal,” of 
which one aspect was social insurance. Neat, but not very illumi- 
nating. It would be better to say that there was a need for social 
insurance, that leaders conscious of that need existed, that political 
and eomomic conditions were favorable to legislation, that expe- 
rience and study had provided the basic plans to be considered and 
enacted. Here, as in Bismarck’s time, there was a conjuncture of 
economics, politics, “socialism,” and personalities out of which 
mnerged the Social Security act and other insurance legislation.^ 
There is a hypothesis that in a capitalistic democracy extensions 
df collective enterprise are effected mainly or primarily through the 
pressure of consumer and general public needs or interests, exer^ 

The influence of sudt. movements is discussed by Joseph Cohen in “Social 
Security and Social Movements,” Sociology and Social Research, March— April, 
1939, pp. 312-^. 

12 tti American Labor Legislation Review, March 1938, p. 18. 

12 Edwin E. Witte believes “that but for the efforts of Secretary Peddns 
and her assistairis, and, above all, the insistence-of President Roosevelt and die 
kyal support he received from the leaders of the congressional cmnmittees hav- 
ii^ difr legiriaticm in charge, die Social Security Act would not have become law 
even thou^ in die final vote the measure passra bodi houses by large majorities. 
It Is also my conviction that if this law had not been enacted M die time,, no 
la^taiation on the subject could have been gotten through Congress in the next 
five tbc ^eaa." Yale Law Journal, December 1945, p. 31. 
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cised directly by tbe consumes tbemselves or indirectiiy (ui tiielir 
bdialf by sodally-minded groups or individuals.^* 

It may be assmted dogmatically and confidenlly fa- 

surance was not achieved primarily through the pressure of tliCNte 
v<diom it is intended to benefit. The weak pressure exerted by 
beneficiaries has as often as not been against its adoption. Liberalizar 
tion of the benefits of such legislation has, however, frequently been 
the result of pressure from diose covered. Nor is there much reason 
to accept the opposite extreme view that **the social insurances have 
been inaugurated largely as a political strategem.” The fact that 
such legislation is necessarily sponsored by politicians who are 
concerned with their 'own fortunes has led some unwary researdiers 
astray. There was considerably more than political stratag^ns in 
the social insurance policies of Bismarck and Roosevelt, of Winston 
Churchill and Lloyd-George. 

Social insurance movements arose mainly out of general public 
needs, as those needs were conceived by social reformers. It would 
be difficult to conceive of such movements arising out of any other 
circumstances. There may be, and generally are, differences of 
opinion as to what public needs are and how they can best be 
satisfied. But no one will seriously contend that in general ffiose 
indomitable and unselfish men and women in private life and public 
service leading the fight for social insurance were dominated by ai^ 
other desire than to improve the lot of wage earners. The Marxian 
doctrine that collectivism results from action by wage earners in 
class conflict finds no support whatsoever in the history of social 
insurance movements. 

There were minor interests involved, but not many. Many em- 
ployers favored workmen’s compensation because they thought it 
might be cheaper than employers’ liability and also because it 
would improve personnel relations. Railway unions favored a Fed- 
eral retirement act because private pensions were proving so cosdy 
and were being menaced, and also because it would relieve un- 
employment among their yotmger members by st imul ating rebre- 
ments. Some irrsurance company executives were convinced thtt 
the Federal Old-Age and Survivors Insurance system would lead 

i*Seba EMiidge and associates, Developmad of CoSecHoe EtOerpHte, 
ohftp. 1. 

^®Tw«nlletih Century Fund, Inc., More Iteisure for Old Age, 1937, p. 13* 



to more .oommeidal amm&ies. The Natkmal BirtaH Dry Goodi 
Assodation hivwed the Social Secmrity Act oA &e themy timt oqqp 
smnen^ purchasing power wmild be better maintaiimd by h:; Hos- 
]^al management favored group hospitalization plans laigety 
because 1i>^ promised to increase revenues. Other examples could 
be givmi, but these will suffice. 

SOME “defects” 

As in most other countries, American social insurance has come 
in stages. Indeed, one coidd say that we have moved mostly in 
jerks, or lunges. Wwlcmen’s compensation came with suiptising 
suddbnness within a few years beginning about 1911; Federu Old- 
Age and Survivors Insurance and unemployment compensation came 
‘ almost “out of tlm blue,” or to be more accurate out of die iidty 
Uadkness of the Great Depression. Voluntary hospital insumioe 
developed a trmnendous momentum within the past few years; and 
vohmt^ medical care prepayment plans have had a similar, but 
a later and considerably less spectacular, development. It is true 
liuA these movements all had “begumings” and that changes, in 
some cases fundamental ones, were made after the movements were 
well launched. But each one “blossomed” in a relative^ short period 
of time, except medical care insurance, which is still in die budding 
^ge. A systmn so developed could hardly help having many im- 
perfections. 

IMvcrrity* One outstanding characteristic oi American social in- 
surance is the great diversity found as between states. The extremes 
axe sometimes striking. This result is the only one to be expected 
where some fifiy different political units legislate largely indeperul- 
endy on the same gmieral subject. Federsd requirements establish 
ftply minfamiTn amounts of uniformity in some types of plans, and 
noae at all in others. Tha'e is indeed even much divmsity as bctweoa 
dffim^ Fedmal systems covering the same hazard, notably in the 
maijty separate Fetbral retirement systems, each of which seems to 
be a law unto itself. The differences do nci^ as some semn to believe, 
represmit die results of a race between states to get con^petitfve 
mivanti^es over nei^boring states. They are radier the reeidts ot 
:4ifferenoiH ini economic structure, wealdi, and social attffa4M. 
dfffer^EMes persisi; and diere is no good reason to suppose diat 



in fbe near future, <a eva: fw that mattar, diinibi^a^Ncii% 
iatfegtee. , 

To he sure, much can be said in favor of diversity among plauL 
Ej^peximentation along many lines is desirable, even necessary, . shme 
gaierally acoqrinble basic concepts have not yet been devebped 
In some fields of social insurance.** Thioldng on the subject is.Jn n 
state of flux, and diversity diould provide some helpful for 
formubting general condusbns. It is not reasonable to believe, how- 
ever, that those most concerned with social insurance, and espedi^ 
tibose who are most interested in having diversity, will caiefu% 
wei^ die experience, under different systems with a view to improv- 
ing their own, at least not to any extent. For more than one-diird 
of a century now we have had experience undo many diffoent 
workmen’s compensatkai pbns, and we have not achieved uniform- 
ity, not even a ^sire for uniformity. Indeed, there is relatively httb 
interest in workmen’s compensation, even amcmg students of sodsS 
insurance. 

The varied and dynamic nature of our country would seem to 
justify cxmsiderable cliversity. Different sections of the United States 
are in many respects almost like different countries, the Pacific tmd 
South Atlantic coast states, for example. The mere fact that states 
are included within the confines of a single overall federated politi- 
cal unit does not of itself dictate uniformity in sochd insurance pro- 
grams, any more than it dictates uniformity in social cnistoms, 
educational programs, or accounting procedure. The country as a 
whob is dynamic^ but not all sections change, or change at the 
same rate or in the same direction. 

Diversity in the United States is inevitably involved with the 
question of state sovmeignty. Uniformity, even a high degree of it; 
can be achieved in ^fect only if states yield more power or influoaoe 


**Tlie situation with respect to unemployment ccnnpensation has been 
saamed tqi os foDows: ‘^Ihere never has been agreement as to the purpose of 
apemploynient compensation or its basic principles. Differences of opinion 
die champions of ffie institution are so extrane as to disrtpt luebntg 
ffien&^s and to provedee more heat than li^t in discussions. UnenndDynieiit 
differs so ara^ host state to state diat there is a large eument of 
in die claim teat teere is no such teing as an American uneombyinent 
system. It is not now and never has beoi mitirely satisneto^ to 

a ef, tee nsecialists in tets fidd nor to any dmnent in our con^lex soddfy. 

in &«' wttte, "Development of Unemjwjyment Compensattei,’’ ITais IwNe 
tamfia^ Deoeinber 1945, p. SL 
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to llie Federal government Notibing in our history lends much 
support to the notion that states will voluntarily adopt uniform 
le^lation or procedure to any appreciable extmt But the question 
of the distribution -of sovereign power as between Federal and state 
governments is fundamental to Americans, more fundamental than 
that of uniformity of social insurance programs. American states 
appear to be more interested in exercising their sovereign powers 
than in achieving uniformity. On its lowest level, the conflict involves 
the control of jobs. "Job consciousness" is a phenomenon not found 
exclusively among trade unionists. 

It should be added that social insurance and public 
well (xidrdinated, either on the national or local leveb. Some 
complications result, especmlly since in numerous 
grants are more ample than social insurance payments, 
social insurance payments must be supplemented by relief 

The marked mobility of the American labor force and diversity in 
social insurance programs have led to much dissatisfaction, some 
injustice, many problems, and extra <x>sts. Uniformity would elimi- 
nate or reduce some of the dissatisfaction, injustice, and problems 
resulting from diversity. But there are some problems and injustices 
that it would not eliminate or reduce. Furthermore, and fully as 
impcHtant, uniformity would in turn introduce many problems and 
injustices on its own account. 

Covorage. A "spotty” coverage has been one of die inevitable 
results of our political structure and of the manner in which our 
social insurance has developed. Not all of the major hazards are 
covered. Prepaid medical care and cash benefits for nonoccupational 
disability are the two major gaps now existing in the coverage of 
hazards, aldiou^ some progress in filling diem is being made. Here 
the movement is still almost altogether voluntary and it may well 
remain so for some time to come, despite die strenuous efforts that 
have been ntiade to enact compulsory legislation. A few compulsory 
cash disability programs have been initiated, and there seems to be 
Btde likelihoTO that they will spread rapidly. As yet there is prac- 
tically no invalidity insurance outside workmen’s compensation pro- 
grams, and not enough of it there. 

It is characteristic of American social insurance that numerous 
subdivisions of the major types of hazards which are covared are 
occi^ded hrom that coverage. Thus not all occupational injuries axe 
covered by workmen’s oompensatioa laws. Occupational diseases 
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are not yet included in all compensation laws, and in seme o^ tibe 
laws they are not aU included. Existing hospital care plans do not 
cover all admissions, although the exclusions of types are not 
especially important. It is not so with nonprofit medical care plans, 
where more appears to be excluded than is included. Our Federal 
Old-Age and Survivors Insurance system has gaps in the coverage 
of insured, dependents, and survivors. Unemployment compensa- 
tion, especially as the laws are interpreted in some jurisdictions, has 
its gaps. 

Furthermore, most of the hazards included are not completely 
covered. There are .limits, for example, on the amount of medical 
care and the duration of cash disability benefits payable under some 
workmen s compensation laws for covered injuries. Hospital care 
plans provide sufiBcient coverage for included cases to care for 
nearly all required hospitalization, but medical care plans have 
definite and rather narrow limits. And the same is true of unemploy- 
ment compensation, which is in fact specifically designed to cover 
only short periods of unemployment. 

Occupational exclusions still appreciably limit the scope of our 
social insurance programs. Agricultural and domestic service and 
self-employment are now compulsorily included in the Federal Old- 
Age and Survivors Insurance system. But these groups are for the 
most part still excluded from workmen's compensation, unemploy- 
ment insurance, and cash disability benefit programs; and the prog- 
ress made to date in extending voluntary nonprofit hospital and 
medical care programs to agricultural and household workers has 
been exceedingly slow. 

Numerical limitations are also characteristic of American social in- 
surance programs, although to a lesser degree than formerly. Many, 
if not most, workmen's and unemployment compensation laws have 
numerical limitations. That is to say, employers with fewer than 
specified numbers of workers are not compulsorily covered. Here 
again, administrative diflBculty explains the original limitations, but 
timidity and lethargy largely explain their continuance. 

Income limitations are less common, and to date are found mostly 
in voluntary medical care plans, where their effect is either to 
exclude altogether some persons from participating or, more 
oommmily, to limit the benefits which are available to them. The 
traditional privilege enjoyed by doctors and hospitals of chaig^g 
their clients pretty much what the trafiBc will bear accounts for 
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Aetnarial Aspeeto. It may be said that any system of insurance 
is actuarially sound when income from premiums and reserves, if 
reserves are accumulated, are adequate to meet current expendi- 
tures and accrued liabilities. Actuarial calculations must take into 
consideration many variables, the number and complexity depend- 
ing upon the type of risk involved. In social insurance, the number 
and complexity of variables are so great that the systems are said 
to operate under ‘labyrinthian conditions.” The extent of the 
hazard involved, future changes in the extent, future wage and 
price levels, population changes, age distributions, levels of einploy- 
ment, shifts between covered and noncovered employment, and 
other factors are involved. Actuarial science has a contribution to 
make to social insurance. It can provide “an approach to accuraW.” 

One of the very worst characteristics of American social insurance, 
whether voluntary or compulsory, has been its actuarial a^ect. 
Earlier voluntary nonprofit benefit plans have been the worst 
offendm against sound actuarial principles. Most of diose plans 
were initiated by well-meaning individuals who were more inter- 
ested in the benefits to be currently paid than in the difficult prob- 
lems of rates and accrued liabilities. Members of groups, such as 
fraternal orders and trade unions, could, and in some instances did, 
vote to reduce rates and increase benefits at a time when the plan 
had an apparent balance on hand but was actually confronted with 
an actuarial deficit. Solidarity rather than actuarial science dictated 
action. It should be added, however, that adequate data were not 
generally available for useful actuarial studies. In social insurance, 
^ta are never adequate, but men must act nevertheless. 

Contemporary voluntary nonprofit plans are doing much better in 
diis respect. The managers of nonprofit hospital and medical care 
plans are keenly aware of the necessi^ for die application of actu- 
arial principles to their operations and are striving to build' their 
plans on sound foundations. Adequate data are not as yet available 
to lay a sound foundation in the fields of voluntary medical care and 
compulsory cash disability plans, but they, are being acciimulated 
and applied as rapidly as possible. Trade unions and fraternal 
sodeties have also generally learned some lessons, although omtmit 

Attted Manes, Instmtnce, Fact* and Froblemt, Harper & Broifaen, 1938^ 

p. 147. 

t* Ismris' Merbun, SeUef and Social Secmity, The Bicxddius Ins&tiillais, 
lM8,p.72a 
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union health, welfare, and pension funds are still very inadequately 
financed. It is not intended to leave the impression that all voluntary 
plans are now actuarially solvent, but merely that there has been a 
vast improvement in this respect. 

Government schemes have not been noted for strict adherence 
to actuarial principles. The very first municipal retirement system 
in the United States was established by New York City in 1857, but 
the first actuarially sound municipal retirement system was not 
established until 1920. 

The soundness of existing compulsory governmental schemes is 
a much debated subject. It is generally conceded that the Federal 
Old-Age and Survivors Insurance system, although it is accumulate 
ing a reserve, is accruing more liabilities than present premium 
rates and reserves can redeem when they become payable. The 
Congress has consistently refused to levy the necessary rates, not 
because it is unaware of the actuarial principles involved, but 
because it objects to the accumulation of a large reserve. The actu- 
arial soundness of the railroad retirement system is also questioned. 

The basic financial problem involved in these two retirement 
systems is not really their actuarial soundness under present pre- 
mium rates and benefit schedules. For the Federal government is 
morally obligated to make whatever payments are necessary to 
meet benefits promised under the Federal Old-Age and Survivors 
system, and furthermore it has power to raise the contribution rates. 
Nor is the railroad retirement system in danger of bankruptcy. For 
railroad managements and unions are ready either to make what- 
ever rate and benefit adjustments are necessary to maintain solvency, 
or to bludgeon the difference out of the National Treasury. If govern- 
ment stands ready to meet operating deficits from general revenues, 
then governmental systems will be solvent as long as the govern- 
ment itself is able to pay. There is some question as to what extent 
government revenues should be used to subsidize systems of social 
insurance that do not have universal coverage, but no responsible 
person believes the government will repudiate its obligations. 

Unemployment compensation is at the moment actuarially sound. 
Reserves are high, benefit rates and durations are moderate, benefit 
payments are low, and premium rates are low. The system has not 
yet experienced a severe test, except for a few short months in 19^. 
There is little reason to suppose that promised braefits cwnot 
paid, even in case of a fairly severe depression of several years 
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duratiim. A sevore and ptdbnged depresfion woidd so dodtit inii^ 
serioas adiam^inent and even diffiaiUy to some stat», beft dio 
aaovement as a wlude can weatibar a fairly bad storm. It would nd; 
to be sure, canq)aDsate very mudi depressional unemployment, and 
ft is not intended to do so. Benefit payments would Ibarefore be 
wbdOy inadequate to meet tbe needs cf unempk^ed wodem. 
inadequacy of benefit payments should not be confused witib acto- 
axial unsoundness, althou^ tbat confusion will no doubt become 
wide^ead. Provision is now made for enabling states to boirow 
whoa dtdr reserves are low, and the fund from which suchjloans 
are made will without doubt be kept amply supplied fay thelCon- 
gress. Should the worst come, heavy deficits would be built up\ pte* 
sumabfy to be repaid in better times. \ 

Fressuie is being exerted to enact a natioiud ^stem of cdmpuirary 
healdi insurance, one which would provide comprehensive, and 
esi^ensive, medical, dental, hospital, nursing, and laboratory bene* 
fits. Estimated costs would be met by pay-roll taxes. It is not known 
what tbe costs would be, since adequate data with which to make 
reascmably reliable actuarial calculations are not available, and will 
not become available until such a system is in operation. But it is 
reasonably cortain that benefit payments would expand more rapidly 
than income. In all probabihfy, government contributions would be 
needed to bring income and expenditures into balance. Here again, 
the basic financial p^lem appears to be the ability and willingness 
of government to tax and contribute rather than the adequacy of 
proposed sates to meet the cost of proposed benefits. 

AiliMiwt a tr iit l iwi. Hie art of administration has until relatively 
reomitty la^ed considerably in the United States.^* A new country, 
eecmomically and politically, we have been too mudi absoibed in 
maUcmg and assimuating majOT conquests of our environment to be 
foriottdy concerned wiA administrative efficiency, especially on the 
pkrt of governmental agencies. Pioneers in social legislation mid 
teimaidtariim movements have succeeded in establishing p rog r ams , 
Btmki private, othors ^ivmnmental, but in- nearty evmy instance 
^heirmaha interest has been in the ben^ts to be provided, and 

. uOm stadmt hM foue m far m to ny tibat in the fidd of admiais* 
tratiea dlN^Stenot as yet adequate linguistio and oonceptaal took for j eope% 
fdndntetaUve ornnization, let abne for detannln&w uHbat on^ 
ifdtei anidht^ one. Hediert A Simon, AdnMMraMtw Bahediwv the Itebf 
.m|hm-fkaBpaay, ^ - 



haw* tended to overiodc the importance nf nptpifa aanipnai^ for 
btrative efficiency. , 

Eaiiy voluntaxy social insurance pro^eams were hli^xted by woe* 
luUy inadequate administration. Electi^ leaders of local iii«i«ing and 
<rf local chapters of fratanal societies were imt usually 
because of demonstrated admmistrative ability, but ratber for 
reasons cxr qualities. Even when they served fidl as local dl&aers; 

dieir main interest was not the achievement of administrative 
ciency in their social insurance programs, which were really of 
secondary importance. Mutual ben^t sodeties may perhaps be 
considered as exceptions, for many of them were abty managed, 
largely no doubt because with them the ben^t program was of 
primary importance. 

GmtempcHary voluntary programs are for the most part being 
administered reasonably well. This is especially true of Blue Cross 
hospital organizations, whare the administration is being put on 
a professional level. Trade unions are not adequately concemed widi 
the effident administration of their plans, but diey are employing 
some competent administrative personnel. The marked growA in 
size of voluntary nonprofit plans has made it imperative t^t admin* 
istration be improved, and has made it possible to pay for conqteteirt 
administrators and to utilize mechanical equipment. 

American governmental agendes, at all levels, have in die past 
beaa notoriously weak with respect to administrative efficiency. 
Political acne, popularly and accurately known as the “^xfils sys* 
tern,” marred ^ adolescent complexion of American democaracy 
under the party system, and that complexion has not yet conqiletely 
cleared up. American antipathy to "bureaucracy” has perhaps more 
than any other sin^e factor been responsible for the prindple of 
rotidicni in c^ce and has mitigated against the devek^nneiit of 
adminisfarative effidency. 

Thme ha g been considerable improvement, cm all levels of govern* 
xnent. Tlw Federal dvil service, tddiou^ it still labors under some 
serioug difflcultte, ha« unquestionably made fiff better administra- 
tion. Pfffitics has not been altogether eliminated, but the quality cS 
the peracms selected ha* been appreciably improved. FordrenncH^ 
stxnte attentkm has been given to the problmn of training. 

TIm Foderal Cfid-Age and Smvivors Insurance system appeg|a» ,fep. 
lH»'ii!wK.'adnd&istered. Acdvides involved are for (he most patt 
tiig^'himcIhcretkMiary ^q>e, and (^>mations are such that slandaxdlH^- 
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ticm can be fairly easily achieved and mechanical equ^ment used. 
The Bureau administering the law has been highly praised for its 
efficiency. The railroad retirement system also appears to be reason- 
ably well administered. Yet by law railroaders are entitled to some 
preference in appointments and such preference is likely at some 
points to run counter to efficiency. 

State administration in general appears to be less efficient than 
the Federal. The first modem labor administrative machinery in 
this country was established by Wisconsin in 1911. Progress along 
the same line was made in other states, but slowly. It was n<A until 
the coming of unemployment compensation and federally sub- 
sidized public assistance programs that marked progress wasanade 
in state administrative machinery and in the level of efficiency 
achieved. Even so, substantial improvements still appear to be 
possible. \ 

The original Social Security Act did not require that states establish 
and maintain personnel merit systems as a condition for the approval 
of their programs. This requirement was insisted upon by the Social 
Security Board from the beginning and was made a legal require- 
ment by the 1939 amendments. As a result, all states now have 
personnel merit rating in one form or another for unemployment 
compensation and for the federally subsidized public assistance pro- 
-ams. 

The basic principles of those systems include competitive examina- 
tions open to all qualified persons, selections of the best candidates 
by objective examinations, equal pay for equal grades of work, se- 
curity of tenure after a trial period, promotion and advancement on 
the l^sis of merit, and the right to appeal. Personnel reviews are 
carried on by the Federal government, but the Federal government 
has no control over the selection, tenure, and compensation of state 
employees. Furthermore, the Federal government has been of assist- 
ance in helping scnne states to organize their work and their per- 
soimel. 

An anomalous situation exists with regard to the administration of 
unemployment compensation. The Federal government pays all of 
the necessary and proper costs of administering state unemployment 
compensation laws, although it has no control over the actual admin- 
^tratipn of those acts. F^eral officers may recommend improved 
meQi0<jb, but the states need not adopt those rec(»nmendations. 
Many state officials believe that the Department of Labor is not 
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supplying tiiem wiA adequate funds and diat Federal biuigetaiy 
requirements are too inflexible to enable them to plan tbeir ogetar 
tions properly. The Administration in turn believes that the present 
method of financing is not cmidudve to economy of operati(ai8. 

Some recommend as a solution that employers be permitted to 
offset the entire Federal tax and that the states d^nd upon their 
own legislatures for administrative appropriations. Others believe 
that the Federal government shoidd allocate to each state the amount 
it collects in taxes from employment in ttxat state. There is no doubt 
drat some states would fare better under either one of these arrange 
ments. But it is certain that many others would not. In the fiscal 
year miding in 1947, for example, there were 13 jurisdictions in 
which administrative expenses, all paid by the Federal government, 
were higher than the amount that would have been yielded had 
those states received all that was paid to the Federal government by 
their covered employers. There is not too much assurance that all 
state legislatures would appropriate adequate funds for administra- 
tion. They have never done so for other purposes. States may now 
appropriate money to supplement the Federal grants, yet few of 
them do so. 

The formula adopted in 1954 which returns to the states the ex- 
cess of Federal collections over employment security administrative 
expenditures that is not needed for the $200 million loan fund and 
permits use of the money for administration should be a workable 
compromise. 

There is no doubt that the previous method of financing unemplq^ 
ment compensation administration was not altogether satisfactory.** 
But Ae situation was certainly not serious. Administration had gener- 
ally been good. That explains why, despite some rumblings of 
discontent, Aere was no great hurry to bring about a change. 


MAJOR PROGRAMS 

One of Ae issues confronting Ae American people today is whs* 
should be done about social insurance and public assistai^ pro- 
grams. There are many specific proposak, each with 
loyal supporters. Ihese may be classified into two broad major types. 

so Social Security Administration, Annual 
Eapaaet,” Sociol SecurUy BuBetto, June 1948, pp. 24-za. 
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(%ge eofirse <rf metioo wcwdd cwmW cl obatfaiaing «bog ^ P**?* 
Baet <rf devek^pmeat, stz^dng *od«l insaWBCe programs, v^^ow 
<y#iwitfain ol «vmitiiaBy reducing public assistance to an absolute 
The oAer would be to abolish social insurance as we 
know it and to hastitute in its stead a universal basic relief {ot^ram 


witbamemistest 

ai^ Rdief. The first course of actitm was proposed 
by the Social Security Administration, whidi consistently recom- 
moided steps in this general direction, and by the Senate 
Committee’s Advisory Council on Social Security. It is alto tte 
course which has the greater following. The Administration ^ made 
two broad and basic recommendations which sum up the 
that should be taken. These will be presented and brit^y ampmed. 

First the Administration recommended “a comprehensive ba^ 
national system of contributory social insurance, covering ^ rnajw 
risks to economic independence and aU workers and their depend- 
ents direatened by such risks.” This would mean ctog the cov^ 
age and ben^t gaps in existing schemes, such as indudmg the sett- 
employed, agricultural and household workers, mili^ pers^el, 
public employees, and employees of nonprofit organiratois m ^ 
Cfid-Age and Survivors Insurance system, and where indicat^.also 
in Ae unemployment compensation systems, and inweasing the siM 
<rf benefits all down the line. It also means broadening the scop ot 
coverage in workmen’s compensation laws by malmg th^ appli«- 
ble to all occuptional injuries and diseases, and increas^ the s^ 
rf benefits paid. Beyond tiiat, it also means the establidiment of a 
oomiwrehensive system of medical and hospital care, such as was 
tem^ted by the Wagner-Murray-DingeU bill, and the ^bte^ 
It ifnt (rf bo* temporary and prmanent nonoccuptional disabihty 


p., 


systems for mying cash disabihty benehts. ^ 

The Administration’s second recommendation was a comp^ 
Program of public assistance, on a Federal-State basis, undCT whi^ 
^^ts and services financed from Federal and State hmds w^d 
be available to Miy needy person in the United States, irxesp^ve 
of the reason for need or Ae place of residence.” Persons whoto 

<«e reason or another are not protected by social insurance, p Wbo» 

aodUd insurance benefits are not adequate to meet th^ nrintamte 
ii6c?ds, would receive relief. Here agsin the object ISS 

ito^dese Ae coverage Mid benefit gap in existing cat^jorfoc^ 

as old-ap aisistanoe, aid to dqf>end8Bt childreD, and m 
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te <ibe !]&id. It me^ abo tiiat perhaps other c»tegaries a^j^. |e 
os t a bli s lie d, and diat '‘geneiaT’ assistance, whidh is not now fiedoaHy 
md)si(UaEed, would receive finanH^l sujj^ort firtnn the Federal ^ov« 
e m m ent . The use of a means test woidd be necessary to detemdne 
who is in need and the extent of that need. 


B sJi ef Without bisuranoe. A. fundamentally difEoent typo oif 
proposal whidr is receiving a measure of support has been maAa 
Lewis Meriam, one of the leading authorities in the fSwMit ol 
insurance and public assistance.^^ 

One part of die proposal is that our social insurance benefits be 
discarded altogether,' lock, stodk, and barrel, although Mr. Meriam 
would continue some form of social security tax. would mean 
abolishing the Federal Old-Age and Survivors Insurance and the 
Railroad Retirement systems, and probably all other Federal and all 
state and local retirement systems for public employees as welL” 
It would mean abolishing all governmental unemployment compen- 
sation programs, and all cash disability systems. Compulsmy healdr 
insurance would naturally enough not be established. It would mean 
also the abolition of workmen's compensation plans, which provide 
cash benefits and medical cnre in cases of occupational disability.^ 
Hcmever, it is conceded that under certain circumstances, too cxun- 
pl«c to be determined without considerable study, something might 
be paici on account of occupational injuries.^ 

According to this view, Httle if anydiing cxm be said in favor of 
our system of social insurance. A formal social security, including 
insurance and assistance, it is argued, is a minor factor in any pro- 
gram of achieving eccmomic stability in the world today. Wars, for 
««ample, disrupt economic stability, as do many otha: hrotors. Socitd 
security in its broadest and most basic sense is dependent upcm die 
prcxiu^ve eflicnency of the economy, on international peace and 
trade, smd on reasonably full anployment. Social insurance con- 


st See his Rebcf and Soctd Security, The Brooldngs Instituttan, 19W, 
Put m. Mr. Meriam gives a brief statement of some of his views in 
Proceedings of he 59(h Annual Meettogcd the American Eocmomlo 
Anodidion,’' American Economic Beoiew, vd. xsxvii. No. 2, May 1947, jw. 
3S5-S44. Addtttonal pertinent material by olhars, including dissenting views by 

Edwin E. Witte and Gwhard Cohn, will be found in the same reference. 

SaStsSe and local wstems coidd be drought of •« |oln*ly oradribulory plaia 
tiB> ffflffMy frwi wd in piivate industry and dsweforo not a part of <Wt aecsM 
iviAionie 

. WSee Lewis Meriam, BeUef and Social Security, p* 882. 

MJMLpp. 827-429. 
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tributes very litde, if anytbiitg at all, to tbe acbiev^nent ^ any of 
these major basic results. 

Real social security depends on the possession of adequate quanti- 
ties of such things as food, clothing, shelter, medical care, and 
recreaticm, rather than on die receipt of fixed money payments. 
Social insurance provides only money payments, fixed on the ba^ 
of certain objective factors, such as past earnings and length of 
service, and those money payments usually remain unchanged, at 
least for substantial periods of time. Most of those who receive 
social insurance payments depend mainly if not altogether/ upon 
them for the necessities of Itfe. Assuming peace and productive 
efiSdency, the value of those fixed payments can be reduced ot de- 
stroyed by increases in the level of prices and wages. A democ|ratic, 
elective government, even thou^ it be charged with the responsi- 
bility for maintaining economic stability, will hesitate to take drVstic 
steps to check upward movements of prices. Governments which 
make the insurance payments are frequently confronted with other 
claims whidi they consider much more important. Political expedi- 
ency rather than concern for beneficiaries is likely to determine 
courses of action, to the detriment of social insurance beneficiaries. 

Many unfortunate people for one reason or another do not have 
income enough for their maintenance. They are to be found among 
children unable to take advantage of educational opportunities, 
women vrith children to care for, unemployable men and women, 
unemployed and partially employed persons, and the aged. For 
diose who are thus in need, public money would be made available, 
sufficient in amount to supply the necessities of life at the prevailing 
pice level. This is the second part of the proposed program. 

A ‘‘reasonable and well-defined” minimum standard of health and 
decency would be established below which no one, except persons 
tieeding care, treatment, or restraint in specialized public mstitu* 
tions, would be permitted to fall, whatever might be the reason f(ff 
the need. The standard would vary as between difiFeroit communi- 
ties, for in each case it would reflect the curioms, desires, and condi- 
tfams of the local community, and not an average standard tot die 
nation as a whole or for a region. 

A means test would be applied to determine whether or not an 
appUcaiA is entitled to relief and to how much relief he is oitided. 
It is belieyed that mudh oS existing hatred of &e means test results 
froiia &e crude forms used in die past and from the manner in wlddt 
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they were applied. Considerations of sobriety and morality could 
be abolished altogether or held to a minimum. Unlimited disd?eticm 
on the part of government ofiScials is not inherent in a means test, 
and furthermore, applicants for relief who feel themselves aggrieved 
should be allowed appeal to a higher authority. Incidentally, the 
greater the discretion vested in local administrators, t-hp greater, 
usually, are the benefits given to applicants for relief. It should not 
be too difficult to determine fairly objectively the existence and 
extent of need. 

In cases where government services would restore or develop eco- 
nomic efficiency, such as vocational training or medical treatment, 
they would be oflFered to applicants for relief who need them, and 
their acceptance should be made a condition for receiving the relief 
payments. Credit devices would be developed to assist persons with 
property whose solvency is endangered by the type of personal dis- 
aster generally covered by social insurance systems. 

The funds necessary to finance such a general relief program could 
be raised by a special earmarked universal fiat income tax with no 
exemptions and applied to the entire income, or by a Federal retail- 
sales tax.^® 

There is, according to this view, a question as to how far the gov- 
ernment should go in the redistribution of income, and the proposed 
relief program would take from the taxpayers the minimum amounts 
required to relieve need. It is believed that the cost would be about 
half that of a comprehensive system of social insurance. 

The American system of free enterprise, and our Federal form of 
government with its decentralized power and great opportunities for 
initiative, have developed a high level of productivity. Mr. Meriam 
says: 

... I would preserve for the American citizen the maximum possible 
opportuni^ to venture with his time, his talents, and his earnings. I would 
not compel him to put so much of his earnings into social insurance sys- 
tems either through direct contributions or indirect taxes that he has litde 
in the way of stakes for risk-taking. If the United States is to preserve its 
lead^ship, it must give full opportunity to the uncommon man who above 
his fellows possesses talents or inspiration. These are the people who ad- 
vance civilizaticm. Money spent in giving opportunity for talent to danon- 
stiate Itself and to develop means more f ot the social security of the nation 

^ Harley L. Lute, American Eccfwmic Becieto, voL xxxvii. No. 2, May 
1947, p. 855. 
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l&m aiOB^j^eid to protect individual firom ^ bumfliatkm of « iaBiac 

teat** 


Chke Verans tbe Other. The principal difference be^een these* 
two major courses of action is that one of them involves the applica- 
tion of insurance prindples in so far as it is possible to apply ffwm. 
Qranted that, among other things, social insurance is not t^ same 
as commercial insurance, tibat it cannot be applied to all persons and 
hazards, that there is in it some element of pure relief given without 
a means test and some of it to people who are not in n^d, that 
imperfections, inconsistencies, and injustices abound in its appUca- 
tton, are indeed inbrn-ent in its application, that beneficiariea receiv- 
ing fixed payments are at the mercy of rising prices and harden 
politicians, diat the "costs” are high, and admitting even, lor the 
sake of the argument only, that the effect on the efficiency and sta- 
bility of the economy may be somewhat adverse and cannot at best 
be beneficial, yet many believe that even so some insurance is bettm' 
dian none, and that the more of it there is the better. 

We must be oa guard against a common fallacy found in mudi of 
the reasoning about social insurance, and about economic systems 


as well. It is common to analyze a system in operation, to point out 
inhermit contradictions in different parts of that system and even 
widun each part of it, to indicate the many major and minor defects 
to be found in its structiure and functioning, and then to compare 
these actual conditions with the results that would theoretically be 
achieved under some othm* system, which other system is assumed. 


usually tacitly, to operate perfectly in all respects. To be consistent, 
one should compare the theory of one system with the theory of the 
other, and the practice of one with the practice of the other. Where 
tbe practice of one system is to be found only or mainly in some other 
oounby, vidiere people and conditions are cUfferent, a significant 
comparison of practice is difficult, usually impossible. Yet such com- 
parisons are hrequendy the basis on whidh major changes are pro- 


It should be realized dut no comprehensive ^stem of any Idnd^ 
e^edally if it is a large one, is likely to be without smne struoturd 
in^P^fedions and many t^perating inconsistenciM and defects. ThM 
: simtdd be hue of any governmental syston, whedier toli^ttariaa or 
and it would be eapedally so of a dmnocratfe i^ystesn. 

■; Ee0wmie Beotm, voL xssvii. No. 2, l&y 1947, p. SIS. 
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R ijt tfW also of private iiisuraxice systems, whiedies 
Booprofit. Some attention has been given in previous chapters to ^le 
inadequacies and imperfections of voluntary nonprofit insurance sys* 
terns. A study of commercial insurance of any kind would reveal 
many glaring inadequacies, inconsistencies, and abuses. It will be 
recalled that in the introductory chapter of this book it was pointed 
out that one part of the history of insurance was said to be *‘a story 
of cheating, arson, murder, and crime of every imaginable sort/' 

In any event, consistency in structure and perfection in operation 
are not the only criteria by which to judge the merits of a social 
security or a social insurance system. In a democracy, the problem is 
basically to construct a system that reflects generally the ideals of 
the majority, with such imperfections as political expediency makes 
necessary or desirable, and to operate that system with as few in* 
consistencies and defects as possible, whether it be insurance or 
relief or a combination of the two. The political expediency that oils 
the wheels of a democracy results in many and varied inconsist^- 
des, imperfections, and even excrescences, but to most of us it is 
preferable to the theoretical consistency of a totalitarian order, as* 
suming it can be achieved there, whatever brand of totalitarianism 
it may be. 

What basic course of action any one person believes should be 
followed, or what constitutes a ‘‘satisfactory" program, depends 
largely upon that person s concept of the kind of social order he cares 
to live in, and to see others live in. That in turn depends on many 
different things, including among others economic and social status, 
economic and political philosophy, and upon one's judgment of what 
^ects will be produced by certain procedures. 

Either of the two major courses of action described above is com- 
patible with freedom, democracy, Christianity, capitalism, and with 
other basic concepts held by large numbers of honest and intelligent 
Americans. But there appears to be nothing inherent in either cour^ 
of action that would compel all reasonable men and women to ao 
atther as die only just and proper one. 
there is but little doubt as to what kind of system die American 
pMple want* The discussion of the factors that have brought about 
whrt we now have would seem to indicate clearly enough the direo* 
doo in whi^ we vrish to travel That ccmsists of a combination 

rdUef* Eadi legislative session. Federal and Stated tete 
hiiiHiteds of attenqjts to broaden the ooi^rage aa^ to: 
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CFease the benefits of sodal insurance pr<^rains, and no serious at* 
tonpts to substitute relief for insurance. 

A Ftropoaal. The author of this book accepts a combination of 
social insurance and relief as the best possible, or the most desirable, 
system for the United States at this time. But the present combine* 
tion of the two and some of the present trends do not appear to be 
the most desirable. 

It seems altogether proper to cover all the “major risks to eco- 
nomic independence and all workers and their dependents /threat- 
ened by such risks,” as the Social Security Administration pipposes. 
There most certainly should be systems of old-age, disabiliw, and 
unemployment insiurance. There remains, however, the quesmon of 
how much of each individual loss resulting from unemploymem and 
disability should be compensated through compulsory social ^sur- 
ance schemes. 

Unemployment compensation laws have a waiting period of one 
week before compensation payments begin. When the laws were 
first enacted, most of them had a two-weeks waiting period. Cash 
disability benefit plans are following the same practice of a short 
waiting period. It appears that if and when compulsory medical care 
plans are established, the aim will be to cover all calls by doctors, 
and probably all presaription costs as well. 

The practice of covering all or part of minimum losses is appar- 
ently based largely on the assumption that most of those covered 
depend entirely, or almost entirely, upon their weekly pay checks 
for dreir current essentials. This does not appear to be a realistic 
assumption. Wage earners are not, to be sure, well-heeled vidth 
financial reserves and solidly buttressed with excellent credit ratings. 
But most of them are weU enough off economically to weather a 
short spell of adversity, a short period of time during which tbey 
are not on a pay roll. The great bulk of American workers do not 
live on a hand-to-mouth, day-to-day basis. 

A very substantial amount of social insurance money is being paid 
to workers suffering seasonal and short-time unemployment, and 
cash disability ben^ts are being paid out for relatively insignificant 
filnesses. Any medical one plan that supplies care for all illnesses 
and namey fat minor prescriptions will Ukewise undarddce to carry 
a thtal load of relatively insignificimt individual burdens. 

IdiOney payments of ibis kind can contribute practically imthing to 
.lihe basic wcurity most American woricers, fat the money m^gIi 
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tiiqr teodve in small quantities is generally not needed far 
ate essentials and consequently much of it is spent far goods and 
services that th^ could few a time get along without Such payments 
may help som^hat to maintain a given level of consumer ejq»endi- 
tures and a given level of living, but they contribute very little to 
the overall stability of the economy and practically nothing to an 
individual sense of security against possible serious losses. 

It might well be better to make unemployment and cash disability 
compensation and medical care insurance applicable to what for 
want of a better term may be called catastrophic cases.®^ For cash 
benefits under these systems there could be a longer waiting period, 
say six or eight weeks. For medical care, the first few visits by a 
physician and the first few days of hospitalization, say the first four 
or five, could be excepted from coverage, although for occupational 
injuries medical care might well be provided immediately and 
benefits paid after a short waiting period. Major surgical and special* 
ist services are essentially catastrophic in character and could be 
covered without a waiting period. A “retroactive” feature could 
easily be included under which in cases of unemployment and disa* 
bility reaching catastrophic proportions the long waiting period, or 
portions of it, would be compensated. 

With such a system it should be possible to offer very substantial 
benefits for fairly long periods of time. It might be possible, for ex- 
ample, to offer a worker unemployment and cash disability benefits 
and medical care in substantial amounts for an entire year after the 
waiting period, and at a relatively moderate cost. That should give 
most covered workers a greater sense of security than th^ can 
generally get from existing benefit structures, a sense of security 
against what is really dreaded, namely prolonged unemployment or 
i£iess. The cost of administration should be substantially reduced, 
and many of the petty abuses now encountered would no longer 
exist 

Hiere are some who do depwrd upon their weekly ea rnin gs for 
thefr current subsistence, who have httle or no margin in their levd 
<rf living, no reserve, and no credit to tide them over small reverses. 
Fwf them, catastrophe insurance will not suffice, and something else 

** This type of was advocated for uneinplpyineat insurance by Alvin 
H. andMenU G. Murray, in A Plan for Vnemi^oyment Beaerva, 

UMvenlty of Minnesota Press, 1933. and by Alvin H. Hansen, M.^ G. MiTO 
Ritssell A Stevenson, and Bryce M. Stewart, in A Proffom for Vnmpiot/*^ 
inmnmee and Reft^ fa the United States, University etf Minnesota Ptms* 198«. 
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must be piovided. Tliat something else e&n csily be rdie^ svSittmw 
it may be called. With piesent benefit fates and durations, those 
peq^de would in cases cf prolonged unem{doyment or illness go on 
relief anyway, since benefit durations are relatively short and ben^ 
rates are not substantial. The proposal suggested hare is that if 
necessary they should go on reli^ b^ore benefit payments are made 
rather than after ben^ts have ceased, or while they are being paid. 
It is recognized that something can be said in favor of the current 
fiction of calling relief payments social insurance. But it is uneco* 
nomical and socially undesirable to deprive the great majorily ioi 
protection against heavy losses in order to keep a few from acjcej^ing 
relief which is clearly designated as such. I 

Age and disability retirement pose a different problem in some 
respects. It is known that die duration of retirement will usuWy be 
long, normally until death, except of course for those cas^ in Which 
retired workers temporarily return to employment, and wWkers 
considered permanently disabled who recover sufficiently to enable 
diem to renter the labor market There is no good reason why retire- 
mmit payments should not begin immediately. It would, faowev^, 
be desirable to offer higher retirement benefits to those who post- 
pone their retirement. Administration of retirement systems is not 
too difficult, since there is relatively litde discretion involved and 
ojqiortunities for abuse are not great 

Obstacles to Improvement A democratic system of social hi- 
surance or relief, or a combination of the two, particularly a rela- 
tively young one, is likely to be pretty much of a hodgepodge. Ours 
is certainly that The tinkering ihsA is being done with what we now 
have is as often as not the result of attempts by or on behalf of 
chtsses or groups to acquire or maintain some special privilege as it 
is to improve the system as a whole. The prospects of a better gen- 
eral system are not especially bright, whatever may be meant hy a 
T^etter system.” 

There are technical obstacles to a general improvement, such as 
persistent differences in wage levels and living standards, which re- 
|bct geographical economic specialization and regional dffiferenoes 
cidtures. Problems are involved, whether these differences are 
tidcen into account or ignored. 

organized kbcHT. more powers 
P:, Bums, in Ssymour Hfizrb (ed.), Economic 
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beioE^ and probably beooaaing even more powerful, ganerail^-^Ji^ 
aitls on fovondile differmtiak. Ibis k ^wctaJly true of the big 
road biotbeiboods, who have built for the railroad induatiy 9 
separate sysitrai of social insurance which is considered by mai^ to 
give them q>ecial privileges. 

Ihere is thirty a fairly widespread distrust o£ die posdUe bitnze 
actions of the Congress, especially a fear (d what pressure groups 
mi^rt do. A gen^ml attempt to overhaul the nati<nial system wot^ 
be a signal for all ^essure groups to redouble their activities, to tuy 
cure special privilege or to protect the special privilege they now 
have, a signal which th^ most certainly would not fail to heed. Con- 
gressmen, being what they are, and to state die point mildly, would 
find it very difficult to achieve rational reform. It is only fair to add, 
however, that the attitudes of Congressmen would marely reflect 
die attitudes of the masses of our people, and of the many special 
groups into which our people* are organized. 

Fourthly, these attitudes of Congressmen and voters reflect in part 
a lack of understanding of economic principles. They may perhaps 
be forgiven for not having that understancUng. Economists are not 
themselves agreed, ather on what are sound economic principles os 
on the economic effects that would follow from specified courses of 
action. It is not therefore unreasonable for each group to press its 
own interests. Furthermore, it would seem unrealistic to suppose 
fhat powerful groups would not press their special advantages if 
they knew diat their gains would be at the expense of others. That 
seems to be the purpose for which most groups are organized. 

There is finally a marked unwillingness to make that redistribu- 
tion of functions as between the Federal and State governments 
which would seem to be necessary to achieve a marked improvement 
in our system of social insurance. Here again it is possible to exagger- 
ate. For in the first place, there is considerable difference of opiiiion 
as to what constitutes a better system, and secondly there is an in- 
tense difference of opinion as to what the role of the Federal govern- 
ment diould be. Local control is of itself considered by many to be 
mm dE tile most important elements in a satisfactory system, to be, 
so to spedc, something of an end in itself. Perhaps it would be better 
to say that many people beUeve more local control is of greater 
portance to them than a more rational or more effective system of 
sociel insurance. The point, which is reafly a signific^ one, is 
vi^hcffiy dlferent elements must be weired in deciding <hi whm 
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course of action to fake. The or a *7>etter,’' system is one that 
fits best, or better, into the general framework of our democratic 
society. But the framework is being modified and some parts of it 
are at the moment very mueh blurred. 

Of one thing we can be sure. Our system of social insurance and 
relief will constantly be subject to pressures from many sources and 
will constantly change as a result of. those pressures. The general 
trend is mainly in the direction of combining social insurance and 
relief and improving the blanket protection now available. The drive 
to cover more and more of minimum losses appears to be irresistible. 
It may well be that in the course of time we shall decide to fc/Uow 
the pattern established in England or in New Zealand.^* Bm it 
would appear that nothing short of a major economic or polincal 
upheaval will deter us from our chosen course during this generation. 

39 Evdine M. Bums, “Social Insurance in Evolution,” American Econamio 
Review, Vol. XXXIV, No. 1. Part 2, March 1944, pp. 199-211. \ 




